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61. | 119 | 784 | 120 290 | 295 56.1 | 51.3 | 829 | 123 | 279 | 316
1
A - - - 397 [ NA | 174 - - - 404 | NA | 245
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a 30 E

b 67 @

Cantor,R.,Hamilton,D.T.,0u,S.,and Varama,P., 2004 ~ € o3 ¥ |0 . 1

' 1~ 1920-2003 , % ' FE* 1
© ' 80989 1-40° 13 ' Cantor,R.,Hamilton,D.T,Ou,S.,and Varma,P.,2006, & 1920-2005
BTV b0 . i 17 # ‘ F ~ ' 96546 1-5I° 12
' Cantor,R.,Hamiton,D.T.,Kin,F..and Ou,S.,2007, 8 03 ¥ }0 . 1 ‘
1920-20061 , # ‘ F'E® 6 ~ 102071 ~ 1-48 8 A
2.6 H ~ 1983-2006"
Annual Default Rate
Average Recovery Rate
' Cantor,R., Hamilton,D.T.,0u,S., and Varma,P.2006, € 03 ¥ |0 i 1
920-20051 ~ % ‘ FE ~ ' 96546 13 1-51' Cantor,R., Ha
milton,D.T.,Kim,F.,and 0u,S.,2007, 8 03 ¥ }F0 1 1920-20061 , # ‘
FES T © ' 102077 1-48 18320 A
0 S R b i VE T A %o 0
H “b G K v F k~ financial obligation™ ~ Wi b K v
VE “ LW EEH ¢ T "46A a fFa ¥ a az
3 p- 0 3 Y ~ counterparty risk rating™ A
= s W b A
YA an instrument rating™ W VE I T
TO . i 0 F z AV F | "
" expected loss-given-default™ A T W G V |—D ) W 0
] 0k © oy Gv | 5 . 0
i # - VA G v} é
oA
23 ¢ O v n " 1983-2006~
% 2006 & E %l ~ 1-128 9
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n E 0 . ¥
1983 0.96% 44.81%
1984 0.92% 46.25%
1985 1.00% 44.19%
1986 1.89% 47.87%
1987 1.50% 52.94%
1988 1.36% 38.48%
1989 2.34% 32.33%
1990 3.58% 26.06%
1991 3.23% 35.06%
1992 1.31% 44.19%
1993 0.94% 46.03%
1994 0.56% 44.13%
1995 1.03% 44.54%
1996 0.51% 41.53%
1997 0.65% 51.07%
1998 1.23% 38.67%
1999 2.16% 35.89%
2000 2.36% 25.50%
2001 3.80% 23.81%
2002 2.97% 31.22%
2003 1.73% 41.55%
2004 0.79% 59.85%
2005 0.60% 55.92%

2006 0.54% 57.97%
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* Cantor, R., Hamilton, D.T., Ou, S.,

2005 # ' F'ES " T T 7 96546” © 1-51 13
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VE 1 ] bw n ) T'"1T yYyb Aw
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W v NeA
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. VF TH o H # i ¢V | _
H " market-implied credit rating”™ ~ 1 G0 Tz
3 ’ 273 A
2.2.1 H
H 0 p VFE 1 H ’ E” H
i A " o " A
. VF*' 2 5 3 3AVF i
W 47A ch aE ¥ |3 3
i A N0 Y T 6 | Waeb
N W G a M Ne
3 v ow H v v~ economic value-added™ ~ A
" H ' E 1 , T
# T 0 b ° P 6422 Ny A
p 0 VF 1 H L g’ G
h ~ W A a Wa il
EVE] P 48A
H
a7 H o~ G b 3H W Ar v 3
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Varma, P, 2006, E* ¥ |0
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VE W 7 50A
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BBB "HNe 6V z  Pi Lebz
vE B ‘
BB i TP a b " fF G6b
z a F T
B 1 [bz a ’ o
zeouvk _
ccc [F T euV kU # a
cC £ b
W @
c v 5 5 " 0 - F «
D VFEEoL ]
‘ %0 © @ 2007 %0 g1~ 9 21 1-93A
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i Z ~ selection bias™ ~ W H F ¢ N
i b 0 . v " Na" Y No : Ny
W H %o Az W K3 3
a b H %0 \ -
" G6H T 3 W 23T i
o T HWA
23 1 Ju H Ne © 2004 ~©
o
Y
T e -3 - h Altman | KMV 77
47 57
E- 6
AAA AAA Aaa 1 1 16 0.02
AA+ AA+ Aal 2 6 16 0.05
AA AA Aa2 3 100 15 0.08
AA- AA- Aa3 4 112 14 0.13
A+ A+ Al 5 113 13 0.32
A A A2 6 216 12 0.42
A- A- A3 7 240 11 0.54
BBB+ BBB+ Baal 8 242 10 0.70
BBB BBB Baa2 9 325 9 0.90
BBB- BBB- Baa3 10 340 8 1.15
BB+ BB+ Bal 11 345 7 1.48
BB BB Ba2 12 350 6 2.09
BB- BB- Ba3 13 352 5 2.95
B+ B+ Bl 14 400 4 414
B B B2 15 401 3 6.66
B- B- B3 16 460 2 10.64
CCC+ CCC+ Caal 17 500 1 17.00
CCC CCC Caa2 18 127 1 17.95
CCC- CCcC- Caa3 19 753 1 20.00
CcC CcC C 20 811 20.00
C C 21 819
D DDD 22 945
DD 23 947
D 24 999
1~ Standard & Poor's 2004 & H 1° 3 18 ~ 1-12 ~ 27 Fitch
Ratings, 2005,é H - H 1~ 1-2 ~ 3 Moody's Investors Service 200

205 92

119
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A ’ 0 o . T L L 02% O
0 A
211 ° H H b }
le 1 ¥ v A f H
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N A
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12-month average cumulative default rate (%)
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16 21 ° 128 5 A
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T 9 0 - ) ’
" 0 6 H H Wo . o Fb
" MACL O h ’ © 1999 2004 N b0 hr 9 W
@2275% 0 h “da %o T 7 w 0.940 H
T 40% h #£: N A 6 %o " H 7 w 0.
921" P 5837@ O h ¢ T 49.7% b 684 H n
piTo A 212 0 hi G
- G:169A 6 We " " the level of consensus™
27T 7 H " v AT %o E 7w
a2 70A H | i 61349 0 “ ‘
T %o i T 60987 0 Lo3,” "1 T 50.9% b ;
19508e 1 T59.7% b ’ %o 19398
1 T63.3% b A ' T b 22 N W H @
A 26 Fz Ne ' Aep v %  H W
Ne F G %o AA+ :7 T T 843% Ng 249 ~ F L AAA
A - F  AA+ 3t %o LT T 91% © 63.
3% O e A 0 676 | ' 4 Bal |
T 58 |fu % T 44217 F b G © A 75.2%A ‘ T
' 328 VY G - %o 3 A 0 W
f FM, A
a b v N ” 4 B
W A "H[F N~ Ne ¥ ' v
b H H O W b AWl 7w
W ~7 0 b H ~ VIR V/ AT I
£ W o Az W b )
0 H ~ 1n° ; 0 b H A
H o Ne ' I F K b
"HNe p~ 3b i pA W i ¥ -
% Barton, A., 2006,Ne Nl n Y6 v a W
a \ ©1-205 115
% Barton, A., 2006,Ne Nl ! Y6 v a W
a \ ©1-205 121-122
" BeattieV.,, SearleS., 1992 ¥ | # T F v “ \ol.6,167-172
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0 W W 0 W 0 H ’ bW 3b
A W 3 H 2l Y da H "o W Y WO
G v B 37 b - i ™ A v
3 ey Ne A
v G R A H™
b VAT " ¢ 0 ¥ T A G 1
975 1980 0 49% 3030 | %o wB oy -
6 t
71
2.6 3 i # " 1976-2006
A a 0
1AA | 2AA [3AA|4AA |5A+ |6A | 7A- | 8BBB | 9BB | 10BB
A + - + B B-
1Aaa | 749 |34 9 15 |3 8 3 2
2Aal | 292 [473 |203 |148 |7 1 1
3Aa2 |34 100 | 697 |[730 |155 |8 1 2
4Aa3 |23 18 163 [ 2340 [ 724 |43 |44 |5 2 1
9
5A1 27 16 87 |1098 | 1090 [ 317 |49 |7 1
6A2 6 1 49 [111 |1794 | 118 |403 |32
8
7A3 1 12 126 [236 |717 |422 |115 |11 13
8Baal |6 1 1 14 | 115 | 418 [ 346 161 |13
9Baa2 |2 1 6 3 41 |71 |347 [238 |50
10Baa |1 1 2 1 16 | 117 |82 151 | 204
3
11Bal 1 67 |17 17 63
12Ba2 |3 2 1 10 21
13Ba3 3 1 6
14B1 4 6
15B2 1 1
16B3
17Caa
1
™ Ederington, L.H., 1986 Ne Wy 0 - © \Vol.15 Issuel, 37-47, 46
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18Caa
2
Multip | 1143 | 646 269 | 4577 | 4028 | 245 | 159 | 960 593 378
le 9 3 9
Split 394 173 200 | 2237 | 2938 | 126 | 117 | 614 355 174
2 5 7
Split% | 345 |26.8 |74.2 | 489 | 729 |51.6|73.6 | 64.0 59.9 | 46.0
A a 0

11BB | 12B | 13B |14B |15 | 16B | 18CC | Multip | Split | Split

+ B B- + B - C le %
1Aaa 1 824 75 9.1
2Aal 1125 652 | 58.0
3Aa2 1 1728 1031 | 59.7
4Aa3 1 5 2 4847 2507 | 51.7
5A1 2692 1602 | 59.5
6A2 2 1 3586 2398 | 66.9
7A3 1654 1232 | 745
8Baal | 10 2 2 1087 741 | 68.2
9Baa2 | 6 5 2 772 534 |69.2
10Baa | 16 7 600 396 | 66.0
3
11Bal | 47 33 245 198 | 80.8
12Ba2 | 18 35 8 99 64 64.6
13Ba3 | 63 26 17 118 101 | 85.6
14B1 3 19 18 16 13 |2 81 65 80.2
15B2 2 2 7 10 4 27 23 85.2
16B3 11 5 2 18 16 88.9
17Caa 1 1 2 1 5 4 80.0
1
18Caa 0 0
2
Multip | 168 134 | 56 41 24 |8 1 19508 | 1163 | 59.7
le 9
Split 121 99 39 25 20 |6 0 11639
Split% | 720 | 739 [69.6 |61.0 |83. |75 |0.0 59.7

3 0
B a 0

1AA | 2AA | 3AA | 4AA | 5A+ | 6A | 7TA- | 8BBB | 9BB | 10BB

A + - + B B-
1AAA | 789 246 | 20 11 6 6 1 1 2
2AA+ | 249 58 18 37 5
3AA 29 232 | 554 | 114 |6 5 4 1
4AA- 28 88 171 | 1345|196 |21 4 1 1

3
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5A+ 8 16 280 | 2436 | 124 | 134 | 50 6 1
7
6A 4 4 54 574 1226 162 | 177 |9
5 5
TA- 3 1 41 31 203 | 595 | 572 |92 6
8BBB+ | 6 1 5 16 78 | 336 | 288 38 18
9BBB 9 7 39 7 340 | 324 264 | 52
10BBB | 3 1 6 25 100 | 224 241 | 224
11BB+ 8 23 59
12BB 1 1 6
13BB- 24 1 4
14B+ 1 1
15B
16B-
17CCC
+
18CCC
19CCC
20CC
Multipl | 1119 | 645 | 269 | 4561 | 398 | 252 | 1586 | 954 578 | 365
e 0 9 0
Split 330 587 | 213 | 3216 | 242 | 895 | 1014 | 666 314 | 141
6
Split% [ 295 |91.0 |79.4 | 70.5 | 68.7 | 35.5 | 63.9 | 69.8 54.3 | 38.6
B a

11B | 12B | 13B | 14B |15 |16B | 18CC | Multip | Split | Split

B+ |B B- + B - C le %
1AAA 1 1083 294 27.1
2AA+ 3 370 312 84.3
3AA 1 947 393 41.5
4AA- 2 1 3400 2055 | 60.4
5A+ 4178 2931 | 70.2
6A 5 2 4719 3094 | 65.6
TA- 1 1545 973 63.0
8BBB+ |2 1 1 790 502 63.5
9BBB 10 7 2 1061 797 75.1
10BBB- | 8 7 1 840 616 73.3
11BB+ |41 6 2 139 98 70.5
12BB 76 57 12 1 154 97 63.0
13BB- 7 18 27 4 85 58 68.2
14B+ 1 6 7 19 5 40 21 52.5
15B 3 3 13 6 25 19 76.0
16B- 1 12 |7 20 13 65.0
17CCC+ 1 1 2 1 50.0
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18CCC
19CCC-
20CC
Multiple | 155 | 107 | 56 39 24 |9 1 19398 | 1227 | 63.3
4
Split 114 | 50 29 20 18 | 2 0 12274
Split % 735 | 46.7 | 51.8 |51.3 |75 |22. | 0.0 63.3
0 2
C a 0 #
1AA | 2AA | 3A | 4A 5A+ | 6A 7A- | 8BB 9BB | 10BB | 11BB
A + A A- B+ B B- +
1Aaa 4178 | 134 | 84 35 5 9 16 4 1
2Aal | 686 |699 | 782|459 |91 8 1
3Aa2 | 121 | 370 |184 | 212 | 920 |69 62 |9 4 1
5 4
4Aa3 | 44 117 | 885|487 | 410 | 707 | 163 |5 8 3
5 6
5A1 26 56 262 | 103 | 367 | 337 |330 |20 6 1
8 8 3
6A2 1 13 68 | 284 |183 | 660 |145 |190 121 |7
1 2 6
TA3 1 21 24 | 110 | 414 | 157 | 226 | 645 452 | 21 1
9 1
8Baal 1 10 369 | 712 | 1339 | 705 | 341 37
9Baa? 4 8 16 67 132 | 554 147 | 503 14
5
10Baa 4 2 1 1 20 22 | 105 599 | 1756 | 87
3
11Bal 1 1 22 148 | 156 146
12Ba2 | 1 1 5 1 23 79 95
13Ba3 3 1 10 1 6 40 36
14B1 1 1 1 1 2 13
15B2 1 1 1 1
16B3 1
17Caa 1
1
18Caa
2
Multi | 5072 | 141 | 395 (893 | 110 | 128 | 515 (2896 |355 |2911 | 430
ple 4 9 7 79 15 6 1
Sp|it 894 715 | 211 | 406 | 740 | 621 | 289 | 1557 | 207 1155 284
4 2 1 3 5 6
Split 17.6 | 506 |53. | 455 |66.8 | 48,5 | 56. |53.8 |585 | 39.7 66.0
% 4 1
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c a 0 #
12 |13 |14 |15 |16 |17C |18C |19 |20 | Multip | Split | Split
BB |BB |B+ | B B- | CC+ | CC CC|C |le %
- C- |C
1Aaa 4466 288 | 6.4
2Aal 2726 202 | 744
7
3Aa2 5525 368 | 66.6
0
4Aa3 10913 | 603 | 55.3
8
5A1 8780 510 |58.1
2
6A2 10598 | 399 | 37.7
6
7A3 1 5530 326 |59.1
9
8Baa |3 2 3520 218 | 62.0
1 1
9Baa |4 13 2915 144 | 494
2 8 0
10Ba |20 |10 2627 871 | 33.2
a3
11Ba |78 |24 |5 7 588 442 | 75.2
1
12Ba |21 |56 |24 |9 3 509 297 |58.3
2 2
13Ba |12 |14 |87 |21 |6 485 336 |69.3
3 5 9
14B1 (39 (10 |17 |14 |52 |1 524 352 |67.2
0 2 1
15B2 | 6 27 |12 (32 |21 |30 11 734 413 | 56.3
1 1 5
16B3 | 4 3 29 |10 |23 |65 32 4 483 245 | 50.7
6 8
17Ca 1 1 15 | 14 5 1 2 39 25 64.1
al
18Ca 1 9 7 7 25 18 72.0
a2
Multi |49 |51 |44 |60 |53 |117 |55 5 2 60987 | 310 | 50.9
ple 1 0 3 6 8 20
Split |27 |36 |27 |28 |30 |103 |48 5 2 31020
9 1 1 5 0
Split | 56. | 70. | 61. | 47. | 55. | 88.0 |87.3 |10 |10 |50.9
% 8 8 2 0 8 0.0 0.0

t A

1" Covering 65992 investment grade, high-yield and emerging market investment grade

corporate, and agency, supranational and sovereign new issues of which about 13% bonds, 30%
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H [

cds,and 56%notes.Of these,62496 were rated by Fitch, Moody’s or S&P and 1150 by only one of these
three.

(2) Fitch and Duff rating are consolidated for the period that they co-existed.

Source: Author’s calculations based on Security Data Corporation, 2007, US Domestic Public

Offering Database, Non-convertible, non-short term corporate debt. All issuer and issue types,1976-

2006.
R 6,5992a 1 o3 a h T
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Y7 1150e @ T Ve A
- Duff 1 " VA
) G 2007 BT é PE" 0 ab Q
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p cWae p 12 Fi 1853e 0 n 9 0
Jr Weaeb AR T D i ' H i b
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” BeattieV.,  SearleS. 1992 ¥ } # v F * \Vol.6,167-172 170
" Cantor,R., Packer, F., 1997,H 3 z v 3 ¥ \ol.21,1395-1417,
1416
™ Cantor,R., Packer, F., 1997,H 3 z v 3 ¥ \ol.21,1395-1417,
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£ H v - i W i A
Lo v b b b 1. 3b A 214 = 1978 2004
# A UH @ © 6 1978-1996 € 2.81% 10.50% i 3.16%
G 2000 # 1 9.44% 2004 3.14%A
s 7 Ne ¢ ° T P " 1990 ¢ 7 v© 200
2 " Tz 3 Ty 3 A 1982 . # [ v ~# w3
9% 1 s M 6n v o 3.14% F 3 61 v Tow
4.21%A # b YWe I R i v
Pz i, 2.4T ¥ - [ R @ 1990-1
991~ ~ 5" 20017~ R " 1981-19827 A
24 EF ¥V} v H # " 1980-1997"
AAA AA A BBB BB B CcC
1980 0.60 1.00 1.30 1.90 3.00 3.80
1981 0.60 1.10 1.30 2.20 3.40 4.10
1982 0.60 1.00 1.40 2.60 3.60 4.90 9.20
1983 0.70 0.75 0.90 1.57 2.70 3.60 7.60
1984 0.55 0.73 1.04 1.75 2.80 3.10 5.60
1985 0.20 0.58 0.65 1.46 3.10 4.00 6.20
1986 0.95 1.59 1.70 2.33 3.70 4.70 7.90
1987 0.58 1.02 1.18 1.82 243 4.03 7.23
1988 0.42 0.79 1.29 1.75 2.07 3.12 7.22
1989 1.28 1.61 2.08 249 3.76 4.95 11.91
1990 1.02 1.34 1.77 2.52 4.78 8.57 23.65
1991 0.82 1.13 161 2.71 3.92 8.93 12.95
1992 0.90 1.08 1.54 1.77 3.29 4.34 6.46
1993 0.70 0.76 1.74 1.96 2.82 4.15 6.15
1994 0.29 0.62 1.01 1.37 2.23 3.12 6.38
1995 0.43 0.60 1.17 1.49 2.45 4.25 8.75
1996 0.25 0.35 0.54 0.88 2.00 4.08 8.43
1997° 0.28 0.39 0.57 0.83 1.53 3.30 7.29
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al997 2% A
‘6 # ¥ v A
* Caouette,J.B., Altman, E.l., and Narayanan.,P.,1998, é H Y AR
1~ John Wiley & Sons © 1457 75 A
2.14 10 Y v B YIiTUH H (1978-2004)A

Source: Altman, E.l. and Hotchkiss, E., 2006, Corporate Financial Distress and Bankruptcy, J
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This is the classical result of Leland, H. and Pyle, H., 1977, Informational asymmetries, financial structure, and financial intermediation, Journal of Finance , Vol.32, No.2, pages
371-

387.

DeMarzo, P., 2005, The pooling and tranching of securities: a model of informed intermediation, Review of Financial
Studies, Vol.18,No.1, 1-35 Boot, A and Thakor, A,1993.Security Design, Journal of Finance, Vol.48, 1349-1378; DeMarzo, P. and Duffie,
D.,1999, A liquidity-based model of security design , Econometrica, Vol.67, No.1, 65-99. Mitchell, J., 2004, Financial intermediation theory and sources

of value in structured fiance markets, Working Paper, National Bank of Belgium, pages 1-3
2.3.2 AAA

Coval, J., Jurik, J., and Stafford, E., 2007, Economic catastrophe bonds, Working Paper, July, pages 1-
42 estimate that investors in senior CDO tranches are grossly undercompansated for the highly systematic nature of the risks they bear.
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December,Vol.76, No.5, 956-970

17

Witter( )
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18

19

2001 3 AAA BBC “
” AAA
BB AA BBB

20

NRSRO Nationally recognized
statistical Rating Organization—
2005 4632
NRSRO 2
5000

[13 7

18

19
20 Financial Times, May 29,2006 and BBC news dated March 5,2001, Kensington wins top credit rating
21 Federal Reserve Bulletin, 2006, Table F.212, September 19, page 44
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o repercussions

2006

split ratings

(rating shopping)

23

Ederington, L.H., 1986, Why split rating occur, Financial Management, Spring,Vol.15, Issue 1, 37-47, page 46

94

12

12 1-3.

rating shopping
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24
spread
f . | 25
certification value
13
26 9
80%
78% 75% 67%
29% “
27
13 ”
portofolio investors
24 Jewell, J., and Livingston , M., 1998, Split ratings, bond yields, and underwriter spreads, Journal of Financial Research, Summer, Vol.XXI, No.2, 185-204
25  Tompson, GR., and Vaz, P., 1990, Dual bond ratings: a test of the certification function of rating agencies, Financial Review, Vol.25, No.3, August, 457-471
26 Ederington, L,H., 1986, Why split rating occur, Financial Management, Spring,Vol.15, Issue 1, 37-47, page 46
27 Russell Reynolds Associates, 2005, International survey of institutional investors: a world of risk, Business Evolves, Leadership Endures, Series No.8, 1-21, page 5.

Harris Associates 101 14 46 41.
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1989 161 845 19%
2006
44% 5696 2506
financial portofolio investment 3.1
3.3 1970-2005 1970
9.5% +
2005 48.1% 2005
42.1% 25.7% 3.6% 2.3%
3.2
3.1
3.3 1970-2005
IMF 2005 4
109-156 114
2.8 1983-2006 17 1 5 10
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CDO CDO
2005 12 AAA Libor 5
CDO 25 AAA CLO 50 (AAA

CDO)*

31

30

31

Renault, 0., 2007, Cash and synthetic collateral debt obligations:Motivations and investment strategies, page 377 from Handbook of Structured Finance, de Servigny, A. and Jobst, N., ed.
Standard and Poor*s, McGraw-Hill CDO CDO
CDOs CDO

Partony, F., 2006, Take away the credit rating agencies' licenses, Financial Times, March 13
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3.1.3 prescriber
prescriber
prescribers
function
9
32
90 25
GDP
calPERS

portfolio governance

35

32

33
34 Fitch 2005 Fimalac S.A.2006, Annual Report 2005, 1-211, page 9

contractibility

33

3.4 1980-2006
80

34

36

35  For an empirical estimation of feedback losses and changes in asset volatilities around downgrades refer to:Fulop, A., 2006, Feedback effects of rating downgrades, September,

ESSEC Working Paper series, 1-38

36  Cantor, R., and Mann, C., 2006, Analyzing the trade off between ratings accuracy and stability, Special Comment: Moody's Investors Services, September, Report 99100, 1-8,

99



@ RS ERAR
ANRDNG CREDIT RATING CO_LTD.

200
Asset retention
forced selling s
calPERS 140 2100
calPERS “ K
26
sub-national governments Baa3
BBB “
38
39
credit availability 40 2001
771 Bal 12.5%
page 1
37  Cantor, R., Gwilym, O.A. And Thomas,S., 2007, The use of credit ratings in investment management in the US and Europe, Journal of Fixed Income, Fall
38 Www.calpers.com
39 Committee of European Regulators(CESR) 2005 The use of ratings in private contracts, Technical advice to the European Commission on

possible measures concerning credit rating agencies, March, CESR/05-139b,1-93, pages 87-93

40  Committee of European Regulators(CESR) 2005, The use of ratings in private contracts, Technical advice to the European Commission on possible measures concerning credit

rating agencies, March, CESR/05-139b,1-93, page 38
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[1]

431,

44
45
2001 3 A 176 A
0.25%
puts
46
47
48
pricing grids 49
50

2001 pricing grids
2002 50%
3%

43 Working group of investment institutions (“Gang of 26”),2003, Improving market standards in the Sterling and Euro fixed income credit markets, Proposals Paper, October,1-
8,page 2

44 Gonzalez,F., Haas, F., Johannes, R., Persson, M., Toledo, L., Violi, R., Wieland, M., and Zins,C., 2004, Market dynamics associated with credit ratings, Occasional Paper
No.16:European Central Bank , June, 1-40, page 12 13

45  Gonzalez,F., Haas, F., Johannes, R., Persson, M., Toledo, L., Violi, R., Wieland, M., and Zins,C., 2004, Market dynamics associated with credit ratings, Occasional Paper
No.16:European Central Bank , June, 1-40, page 12

46  Coppola, M., and Stumpp, P., 2002, Moody's analysis of US corporate rating heightens need for increased disclosure, Special Comment: Moody's Investors Service, July, Report
75412,1-16

47  Gonzalez,F., Haas, F., Johannes, R., Persson, M., Toledo, L., Violi, R., Wieland, M., and Zins,C., 2004, Market dynamics associated with credit ratings, Occasional Paper
No.16:European Central Bank , June, 1-40, page 13

48  US Securites and Exchange Commission, 2003, Report on the role and function of credit rating agencies in the operation of the securities market, Jannuary, 1-45

49  Coppola, M., and Stumpp, P., 2002, Moody's analysis of US corporate rating heightens need for increased disclosure, Special Comment: Moody's Investors Service, July, Report
75412,1-16 page 1

50  Coppola, M., and Stumpp, P., 2002, Moody's analysis of US corporate rating heightens need for increased disclosure, Special Comment: Moody's Investors Service, July, Report
75412,1-16 page 1
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AAA
EBITDA
2003
negative pledge

2003 /

ABB ABB

5635

other prescribers

Christian Noyer

ECB o

55 ABB Ltd,2003,Form 20-F for fiscal year ended December 31, 2002 filed with United States Securities and Exchange Commission, June 30, File No:001-16429, 1-224, page 98,99
56 Cantor, R., and Mann, C., 2006, Analyzing the tradeoff between ratings accuracy and stability, Special Comment:Moody's Investors Service, September, Report 99100, 1-
8,page 1

57 Di Leo, L., and Perry, J., 2006, Italy credit downgrade may undermine euro zone, Wall Street Journal, October 20, pages land 2
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lifetime credit risk

data point
IPO
IPO
Lafarge 1833
2005
160 2005
3
10 10
59

58  See also Beattie, V., and Searls, S., 1992, Bond ratings and inter-rate agreement, Journal of International Securities Markets, Summer, \Vol.6, 167-172

59  Www.Lafarge.com
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3.2
3.2.1

3.1

60
61
cross-subsidization  ( )
rationed
market frictions
6263
60 Akerlof, G, 1970, The market for lemons, qualitative uncertainty and the market mechanism, Quarterly Journal of Economics,

\ol.88,488-500
61
62  Leland, H., and Pyle, D., 1977, Information asymmetries, financial structure and financial intermediaries, Journal of Finance,Vol.32,371-387

63  Diamond, D., 1984, Financial intermediation and delegated monitoring, Review of Economics Studies, Vol.51,393-414
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64

cross-subsidization

65
Marriott 1992 10 5
Marriott Baa3 Ba2
30% 13 16.51%
13.1%
66
64
65

66  Parrino, R., 1997, Spinoffs and wealth transfers: The Marriott Case, Journal of Financial Economics, Feburary, Vol.43, Issue 2, 241-274
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credit rationed

6768

69

70

3.2.2

30

71

one-period model

t=0,

t=1,

67
68
69

70
71

Stiglitz, J., and Weiss, A., 1981,Credit rating in markets with imperfect information, American Economic Review, Vol.71,393-410

Jensen, M., and Meckling, W.R., 1976, “Theory of the firm:managerial behavior, agency cost and ownership structure”, Journal of Financial Economics, No.3, 305-360
Bester, H., and Hellwig, M., 1987, Moral Hazard and Credit Rationing: an Overview of the Issues, in Agency Theory, Information , and Incentives(ed.G.Bamberg and
K.Spremann), Heidelberg, Springer.

Faulkender, M., and Petersen, M., 2006, Does the source of capital affect capital structure?, Review of Financial Studies, Vol.19, 45-79

The notation and presentation of this section are based on Tirole, J., 2006, The Theory of Corportate Finance, Princeton University Press, Princeton and Oxford, 1-644, an

excellent classic reference
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w(R’DS):{ 0 R<DS }

R-D® R>D®

DS

max ﬁR —D* p(R)dR

D*>0
DS

st.:(1+p)1 - A) <D*fi-pP(D*)]+ Dpr(R)dR
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¢ D* =[p*(t-P(D*)]+ [Rp(R)IR > 1+ p)1 - A)

0
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R-DP R>DP

DP

+ o0

max [(R-D")p(R)dR

DP>0
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0 0
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77

+00
max [(R-D°)p(R)dR
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De20 %
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0
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78 [ 7,79
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e &
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p(R/e,) pP(R7e)
NPV
/
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E(R/e,)= [Rp(R/e,)dR = L+ p)i t=0
I-A w RD t=1

78  Adapted from: Bloomberg News, 2007, some take refuge in poison puts, International Herald Tribune, April 4, page 14

79  Fitch Ratings, 2007,Bondholders' armour from potential takeovers  Press Release, March 26, 1 page
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D
st:C(D%)=D*[L-P(D° /e, )}+ [Ro(r/e, )R < 1+ p)1 +c - A)
0
D°>D D¢
c
E(R/e,)-(@+p)I+c)>0
. < E(R/e,) |
1+p
A < A
3.2.3
foundation paper
8l (costly credit) 82
2.3.2

upside potential

81  Jensen, M.C., 1996, Agency costs of free cash flow, corporate finance and takeovers, American Economic Review, Vol.76,No.2,May

82  See for instance: Rehman, Z., 2007, Does costly credit lead to better investment decisions?Evidence from bank and Bond-Financed acquisitions, March 27 Working Paper, 1-73
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83

8 3.1.3

3.3 segments -

1909

83  Brennan M., and Schwartz, E., 1988, The case for convertibles, Journal of Applied Corporate Finance, Vol.XX, 55-64
84  Areference on the economic analysis of bond covernants is Smith, C., and Warner, J., 1979. On financial contracting: an analysis of bond covernants, Journal of Financial
Economics, Vol.7, 117-161
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3.5

85  S&P,2005, Corporate Ratings Criteria, page 9
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sovereigns 8

3.5

Moody's S&P
2 FSR

Estrella, A., 2000.

3
35
4.7% 1970
87
1985-1988 791  54%
2077 937
2006 109793
86

45.1%

2000

8 1-180 33-34

3.6
1045 2006 5767 35
1993-2000 2702
8 1965
1140
21%

DCR Fitch
5
215%
54.9%
79%

87  Moody's rated corporate issuers from Exhibit 42, Moody's special commnet(revised version),2006, Default and recovery rates of corporate bond issuers, 1920-2005, March,

Moody's Investors Service, 52pages
88
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SPV
92
SPV
91 1
SPV 100% 100% Basel
1
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William, 2007, Securitization in Basel 11, Chapter 15, the Handbook of Structural Finance, S&P, McGraw-Hill, 675-696.
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2001
95
AAA
93
9 2002

Kuroda
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*
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funded portion of synthetics

JP Morgan 2005 6
93
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1975 1984 18

S&P 2006 The future of sovereign ratings, Research, September 5 for data and examples.
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1989 20 80
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3.12 1975-2007 9 28
Beers, D.T., 2007, 10 16
1-12 1.
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1800bp
2006 10 19 AA- A+%
o Banca Nazionale del Lavoro SpA
AA
3.3 2000
a

Bl BB 572
Aa? AA+ 90
B2 B+ 503
Aal AA+ 73
Aa2 AA+ 74
A3 BBB 228
A2 A- 124
Baal BBB 97
B3 CCC+ 609
Aal AAA 8
Caal B- 1800
B3 SD N/A
Baa3 BB+ 331
Baa2 BBB 274

96 Aa2:Moody's, 2006, Global credit research announcement, Government of Itatly, October 19

97  Ganguin, B., and De Toytot, A., 2006, Private equity activity and uncertainty threaten the outlook for European credit quality in 2007, Research:Standard & Poor's , December 13,
page 4
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98 Diabre, Z., UNDP Associate Administrator, Partnership with the private sector for financing Africa's growth through NEPAD, Statement on April 15,2002 in Dakar, Senegal, page
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3.14 AAA A B
A B AAA

quasi tri-modal distribution

3.13 1975-2007.09.28

Beers, D.T., 2007,Credit FAQ
October 16, 1-12, Chart 12.

3.14 1975

2007 2000 9 28

Beers, D.T., 2007,Credit FAQ
September 5,Pages 1-8,and October 16, pages1-12.

3.3.2
2006 12 11
° —_ Ba2
° —_ Ba3

99  Fitch,2006, Corporate rating methodology, Corporte Finance Criteria Report, June 13, page 1
100 Moody's Investors = Service, 2004, Rating History on Amazon.com, Inc,. April 24
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1836 1ot
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83%
8.1

101 Most states had withdrawn from the bond markets by the early 1840s, following a string of defaults

1850
102
20
103
2005
8.7
2005
48%
7.0 2005

102 Sylla,R., 2001, An historical primer on the business of credit rating, NY University Salomon Center, Conference on Rating Agencies and the Global Financial System, June 1, 1-

29
103 CRAs
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104 World bank global development finance 2005, page 138
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pass-through securities 1970
“ ”—Ginnie Mae MBS %
1983 “ "
CMOs 108 tranches CMOs
MBSs CMOs agency securities
AAA
1976 MBSs

ABSs

3.6 SFI

Exhibit 3.6

Marjolin, B., 2007, Securitization-ESSEC Presentation, Moody's Investors Service,

March 16, Page 10.

1987 Drexel Burnham Lambert
CDO 07 ABS

105 Www.ginniemae.gov
106  Www.freddiemac.ocm
107 Salas, C., and Hassler, D., 2007, CDOs may bring subprime-like bust for LBOs and Junk Debt, Bloomberg.com, March 13
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swaps
SPV
108
CDO CDO
1 CDO CDO
2 CDO 3-7 CDO 12-35
3
CDO
4 smooth execution CDO CDO
CDO
5
3.33
3.2 2002

108  For a detailed illustration on CLN and funded synthetic CDOs, see S&P's Global Cash Flow and Synthetic CDO Criteria, March 2002, pages 9-12.
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109 \www.bondmarkets.com
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3.29b 20 90
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112 Melnik  A., and Nissim, D., 2004, Issue costs in the Eurobond market: the effects of market integration, Journal of Banking and Finance, February, page 8-10

113 Www.bondmarkets.com
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c(p®)>c(p’)

c’ Dp <0 D*<Dp
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S&P, 1998, Corporate Credit Rating: a Guide, page 4

Mahoney,C., 2002, The bond rating process in a changing environment, Special Comment: Moody's Investors
Service, January, Report: 73741, 1-4, page 3
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Source: Morgan Stanley Credit Advisory Group, 2006, Pros and cons of obtaining credit ratings,
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December 12, 1-3.
' 2006 W# H T8 H n [
Wz H I~ 12 12 ° 13A
Company’s Task 'E~ K F
Rating Agency’s Task K F
Company requests rating ES
Rating agencies assign analytical teams and conducts basic research
Ne )
Company prepares rating presentation with the help of rating adviser
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* S&P, 2005. Corporate Rating Criteria, 1-119, pages 15-18
> Moody's Investors Services, 2004,Guide to Moody's ratings, rating process and rating practices, June, Report 87615,
1-48, page 19
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The Bond Market Association, 2004, Public comment on I0OSCO October 2004 draft:Code of Conduct
Fundamentals for Credit Rating Agencies, November 6, 1-12, page 9

Technical Committee of the International Organization of Securites Commission, 2004. Code of Conduct
Fundamentals for Credit Rating Agencies, OICV-I0OSCO PD 180.1-12, measure 3.4, page 8

Technical Committee of the International Organization of Securites Commission, 2004. Code of Conduct
Fundamentals for Credit Rating Agencies, OICV-I0OSCO PD 180.1-12, measure 3.4, page 9

The Bond Market Association, 2004, Public comment on IOSCO October 2004 draft:Code of Conduct

Fundamentals for Credit Rating Agencies, November 6, 1-12, page 10
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Fitch Ratings website(http://www.fitchratings.com),”Products and Tools”

Said Scott Sprinzen, a credit analyst in Standard & Poor's Rating Service auto group, at a conference in New York,
according to Covel, S and Hawkins Jr., L., 2005. High fuel prices, Delphi woes pressure GM's credit ratings, The
Wall Street Journal Europe, September 29, page M4. The WSJE quoted Sprinzen as saying that S&P has grown
more concerned since it last downgraded GM's rating on May 5. The double-B credit rating, which carries a
negative outlook, could come under pressure.
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to event risk: request for comment, Rating Methodology: Moody's Investors Service, July, Report 98024, 1-8

% Bodard,E., Gates, D., Hu,C.M., Lau,C., and Otsuki,E., 2006, Event risk and investment grade non-financial
companies, Rating Practice:Moody's Investors Service, October, Report 97134, 1-4
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%2 From the The Association of Corporate Treasuers, 2006, The Treasuer's Handbook 2006, page 223. The Code of
standard practices for participants in the credit rating process is issued by the ACT, the Assocociation of Finance
Professionals and L'Association Francaise des Tresoriers d'Entreprise on behalf of the International Group of

Treasury Associations.
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90

1998

20 80 ICT

Framework Directive
licensing directive
1998
1998 12

UMTS

UTMS

2001

12

UTMS

5.1

1

respectively

1 1

3G

1995-2004
2002
2002 11
6

1990

1997
UMTS 2002
3G 2G

UTMS

multi-round auction system

1995-2002
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The UK and German governments, for example, auctioned off their 3G licenses for €37.6bn and €48.6bn
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511 1995 6 Aaa

Aaa

exploitant public

3.04

457.3 Aaa
Aaa

tariff rebalancing

FT
FT 1995 4
5 30
FT
FT Aaa
Michel Bon
1998

1996 7 Aal ?

FT( )
legal existence

1991 11 6 FT
1991 11 12

2 FT 1993
3
FT
1998
1995 6

interconnection rate

1991

10

27

1993

FT

2 Moody's Investors Service, 2005, France Telecom rating history, Ratings Interactive, March 14, page 2. Both bonds
carried a 9% coupon, with maturities of 10 and 8 years, respectively.
®  Public sector operator or exploitant public; multi-year agreements or contrats de plan-initially for the years 1991

through 1994

* Moody's Investors Service, 1995, Moody's says renewal of management contract highlights threats to France

Telecom, Rating Action, May 30, page 2

Aaa

FT Aaa
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® FT
1995 9 Michel Bon CEO FT
FT
FT 1996 1 Sprint Deutsche
Telekom DT Global One Global One
FT 337 DT
FT 14 Sprint 10%
FT Minitel
FT
71996 4 FT Wanadoo
CompusServe AOL FT Wanadoor
1996 7 Aal
FT FT
5 8
FT Aaa 46
“FT
% 7 10 7 26 FT Aal
10
FT Global One  Wanadoo 1996 96% 90%

10

Interconnection fee: a per minute rate that operator A has to pay to B for each all originated on net-work A and
terminated on network B. It is subject to the approval of the National Regulatory Authority(NRA)
This facility, pioneered by FT, offered some 25000 on-line services, from travel reservations to shopping, to around
14 million users.
The French government introduced an independent regulatory authority, the Autorite de Regulations de
Telecommunications(ART), to encourage competition in a neutral, continuous, and efficient way and to monitor the
continued provision of universal service
Moody's Investors service ,1996, Moody's reviews Aaa senior long term debt rating of France Telecom for possible
downgrade, Rating Action, May 7, page 3
FT was to become Societe Anonyme as from December 31, 1996 onwards.
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Mobil Rom 84 51%
16.8%
67.8%
Alapage.com France | 49
2000
5 | Orange 21693 100.0% FT2,15
NTL 5397
2001 3
3 | Atlas-Global One 4055 100.0%
3 | MobilCom 374 28.5%
1 | TPSA Networ 3411 25.0%
k
0
operator
11 | Orange Wireless 1280 241 42.5%( 375
Communications SA operator 2000 ) 85
Orange
Orange SA g
SA
7 | BITCO(via Orange €388 34.0%
Plc)
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309 40.0%
7 | Mauritius Telecom 2076 18.9%
2000
12 31
7 | Wind( 109
Deutsche
Telekom
)
9 | TPSA Networ 679 33.9%
PTK CenturyTel ( k
) operator
124
11 | Orange Wireless 234 175 14.75%( 85
Communications operator 2000 59 99.75
SA(through Orange )
SA)
ECMS/Mobinil(shar €205mn 25.15%(
e repurchase from 46.1%  71.25%
Motorola) )
BITCO(through €158mn 15%( 34%
Orange SA) 49% )
Digita (through €125mn 49.0%
TDF)
Uni2 €102mn 31% 60%
100%
1 | Indice Multimedia €283mn | €85mn,was paid in | 86.7%
5 cash,representatin

g 30% stake,with
the balance paid
by exchange of
Wanadoo SA
shares
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2000 1 Global One

1999 FT DT Sprint Global One 1
27 FT 36 437 Global
One FT Aa2 117
FT
170 FT

221

2000 3 Mobilcom

FT Mobilcom
/
600 2 FT 3 FT Mobilcom

Mr Gerhard Schmid Mobilcom UMTS FT
Mobilcom 37 UMTS
FT 2

FT  Aa2 1

“ 7 “FT

170 2om

2000 5 Orange

% \/odafone

Orange

23

24
25

26

Moody's Investors Service, 2000, Moody's confirms France Telecom's long term debt ratings at Aa2, Rating Action,
January 27, page 2.

1991 1997 G.Shmid
1999 12 EBITDA 118
FT 28.5% 2003
Moody's Investors Service 2000 Moody's confirms France Telecom's debt ratings, Rating Action, March 23,
page 2.
2000
27.2 ( 46%) 1999 84% 1999 190 2000
320
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FT FT
27
2000 4 \Vodafone AirTouch Plc.(Vodafone)
Orange Mannesmann AG FT 5 30
403 Orange 28 \Vodafone Orange
100%
FT Vodafone 403 222 FT
181 FT 140.2 28 FT 2000
4 2001 ”  Orange” IPO 140 FT
Vodafone
FT 150
200
2001 50-70 Vodafone 2
FT
140.2
ICT 2 28 3 7 FT
Orange ICT 28.4% FT 5.1%
135.5 — “ 7 FT 3 2 189.7

Vodafone 7 31 FT

364 200 3 100
Aa2 0 FT
8 22 Orange
2000 9 Al
FT Telikomunikacja Polsa
SA(TPSA) 1000 95%
27
Orange 22% 14.6% FT
Itineris Orange 16 2
% 129.2 FT 140.2 FT

% Moody's Investors Service 2000 Moody's places on review for possible downgrade France Telecom's Aa2 debt

ratings and continues the review for possible upgrade of Orange at Ba3, Rating Action, May 30, page 2.
Moody's Investors Service,2000, Moody's ratings France Telecom's bank loan Aa2 and places it on review for
possible downgrade, Rating Action, August 1.

30
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FT  Kulczyk FT 32 3
FT 7 18 Wanadoo SA

IPO  Wanadoo 19 Euronext

18 % 8 Mobilcom FT 5

84 3G 47 FT
Mobilcom 3G 3
FT Al
9 1 400
FT  Orange
FT

34

2000 11 Equant

FT
11 FT 275 53 Al
35
FT 81 Equant 54.3% Global One
FT % FT
Global One 100% Equant 80.6 Equant 2.2
Equant 1 FT 67.9 Equant 10
10 Equant 3 Equant FT
138.4 cumulative value rights (CVRs)*®

81 35% of TPSA, plus a call option for an additional 10% plus a right of first refusal for an additional 6%, were sold

for € 4.5bn.FT acquired 25% of the equity.

Wanadoo €19.0bn- 15 8.6%

s Nokia Ericsson Mobilcom 60 FT

*  Moody's Investors Service 2000 Moody's downgrades France Telecom's debt ratings to Al and upgrades

Orange Plc to A1, Rating Action, September 18, pages 2 and 5.
35

32

20 450 7.000% 10 14 6.625% 5 10 6.12
5% 5 500 7.000% 3 14 3 EURIBOR

375bp .FT, pricing supplements of November8, 2000
36

220 3700 2000
30
¥ FT Equant 2000 11 14 99.95 34.52
38
CVR 3 Equant 60
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900
IPO
Orange

IPO

Dresdner Kleinwort Wasserstein

IPO Orange

5.1

Telecom Italia SpA
British Telecom
France Telecom
Deutsche Telecom

Telefonica

2000 2000/2001
3G dot.com
FT
Orange IPO

Morgan Stanley Dean Witter  SG

655
FT IPO

1996-2005

Source: Standard&Poor’s,2005,Issuer credit ratings history on Telecom Italia SpA, British

Telecom,Finance Telecom, Deutsche Telecom,KPN,and Telefonica,11 30

2005
11 30
FT
2000 1 20
655 2

9.5
140 60

KPN
5.2 5.1 51
2000 FT 79.63
IPO Orange IPO
11.5 135
IPO
Orange 461
2 5 7
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CSFB 31 Orange 43
FT 300 FT
119 12.6%* FT A3
600
“ FT
L 250
Al 455
5.1 1996-2005
British Deutsche France KPN Telecom Telefonica
Telecom Telecom Telecom Italia SpA

Q2/96 AAA AAA AA+ AA-
Q3/96 AAA AAA AA+ AA-
Q4/96 AAA AAA AA+ AA-
Q1/97 AAA AA+ AA+ AA-
Q2/97 AAA AA+ AA+ AA-
Q3/97 AAA AA- AA+ AA+ AA-
Q4/97 AAA AA- AA+ AA+ AA-
Q1/99 AAA AA- AA+ AA+ AA-
Q2/99 AA+ AA- AA+ AA AA-
Q3/99 AA+ AA- AA+ AA AA-
Q4/99 AA+ AA- AA AA A+
Q1/00 AA+ AA- AA- AA A+
Q2/00 AA+ AA- AA- AA A+
Q3/00 A AA- A AA A+
Q4/00 A A- A AA A+
Q1/01 A A- A- AA A+
Q2/01 A- A- A- A- A+
Q3/01 A- A- BBB+ A- A+
Q4/01 A- A- BBB+ BBB+ BBB+ A+
Q1/02 A- A- BBB+ BBB+ BBB+ A
Q2/02 A- BBB+ BBB BBB- BBB+ A

8 Settled on February 16 and due on February 16, 2003, it carried a 2.5% coupon plus a conversion American call

option on 242.6mn Orange shares, exercisable at €12.7. France Telecom, 2001, Note d'Operation, February 12, 1-
170, pages 2 and 13, Paris.

From January 20 through February 9.

Moody's Investors Service,2001, Moody's downgrades France Telecom's long-term debt ratings to A3, short term to

Prime-2 and Orange to A3, Rating Action, February 15, pages 2 and 3.
197

44
45



@ Rk HERARAT
ANRONG CREDIT RATING CO_LTD.

Q3/02
Q4/02
Q1/03
Q2/03
Q3/03
Q4/03
Q1/04
Q2/04
Q3/04
Q4/04
Q1/05
Q2/05
Q3/05
__ Q4/05

A-
A-
A-
A-
A-
A-
A-
A-
A-
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MV

MV

IMV
KPN(

MV

7.6054

1.3031

4907

2946

1961

2821

1.5023

1.0444

107809

69875

37934

69851

1.8420

1.0004

21519

14554

6965

17412

2.0896

0.8359

9.7860

1.3838

7336

4842

2494

3186

1.9415

1.5200

116071

82268

33804

61035

2.4337

1.3479

22276

14917

7359

15245

2.0270

0.9785

-60.3866

1.4652

16185

6885

9300

1066

0.7403

6.4587

125814

90405

35409

51296

2.5532

1.7624

25093

20313

4780

15444

4.2496

1.3153

2.7925

1.7846

23826

7342

16484

9154

0.4454

0.8020

164280

97986

66294

81436

1.4781

1.2032

40503

27619

12884

12871

2.1437

2.1458

199

1.3070

0.6053

21514

10403

11111

25265

0.9363

0.4117

123466

80757

42709

97250

1.8909

0.8304

53165

29253

23912

14755

1.2234

1.9825

0.8449

0.1302

17470

9490

7980

25529

1.1892

0.3717

93534

57859

35675

213842

1.6218

0.2706

17991

11595

6395

46352

1.8132

0.2502

1.1153

0.2109

13039

7402

5637

17780

1.3131

0.4163

77943

52880

25063

76875

2.1099

0.6879

13629

7712

5918

20172

1.3031

0.3823

1.2132

0.4508

9667

4356

5311

12152

0.8202

0.3585

81876

57261

24615

47486

2.3263

1.2059

13634

5580

8055

18129

0.6927

0.3078

0.8305

0.3743

9020

4301

4719

10865

0.9114

0.3958

89130

65305

23825

44029

2.7411

1.4832

16277

8817

7459

13987

1.1821

0.6304
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MV

MV

MV

2630

11504

0.8601

0.1966

14349

7005

7344

29659

0.9538

0.2362

10218

5775

4443

6494

1.2998

0.8892

85095

43427

41668

96233

2994

0.7909

16290

7870

8420

27011

0.9347

0.2914

10299

5716

4583

5282

1.2472

1.0820

82260

41377

40883

78475

3165

1.1062

16548

8453

8095

26514

1.0442

0.3188

8855

5027

3828

5293

1.3132

0.9499

84592

47304

37288

47772

2998

1.1015

23538

10686

12852

33833

0.8315

0.3158

8329

4546

3784

9224

1.2014

0.4928

82023

36340

45683

69585

201

2748

1.1634

22064

13411

8653

31001

1.5499

0.4326

7682

4049

3632

8040

1.1148

0.5037

93243

55063

38180

69203

2477

1.3328

20860

14144

6716

47366

2.1060

0.2986

6033

2808

3440

11896

0.8165

0.2361

47823

26558

21265

2224

1.6917

16844

11454

5390

42291

2.1250

0.2708

6033

2869

3164

11419

0.9067

0.2512

40750

21996

18754

1980

2.0237

15473

14243

1230

11.5797

5030

1974

3056

8029

0.6457

0.2458

NA

NA

NA

NA

1779

2.1435

16010

16094

-84

-191.5952

3984

1764

2221

5409

0.7942

0.3261

NA

NA

NA

NA
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1.0422 1.0121 1.2686 0.7955 1.4422 1.2489 1.1729 NA NA
/
0.4513 0.5273 0.9902 0.5222  0.7957 NA NA
MV
18088 175100 190725 126701 119323 74453 65704 64537 NA
51767 59266 76776 66612 63015 41350 36150 38744 NA
129113 115834 113949 60089 56308 33103 29554 25793 NA
186074 175789 153347 140156 145558 O 0 0 NA
0.4009 0.5116 0.6738 11086 1.1191 1.2491 1.2232 15021 NA
/
0.2782 0.3371 0.5007 0.4753 0.4329 NA
MV
0.7755 1.0061 1.0387 0.9598 0.7845 0.5745 0.7265 1.0286 0.8729
/
MV
0.8630 0.8740 0.8551 0.8245 0.7974 0.8006 0.8760 0.9508 0.8729
15744 16105 1.5774 1.4824 13869 1.4379 1.7428 1.2709 1.3820
BV
/ BV

14961 14863 1.4686 1.4505 1.4441 1.4584 1.4652 1.3264 1.3820

5.3 Worldscope
Thomson Worldscope for Fiancial data in this exhibit and that of Table 5.3 is due to standardization adjustments by
Worldscope.
Worldscope 5.3 Worldscope

Thomson DataStream for Market Value data

BT DT FT KPN 1850
46 2000

2001 [13 7

" Duyn, A.V,, 2001, Financial Times, Telecoms operators look set for long stay in debt markets:Equity markets

cooling sentiment means companies must turn to debt financing to fund 3G networks, Financial Times, March 16.
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FT 3
70 -80 FT 176 o FT
2 4 10 2000 12 31
5.86% 6.22%* FT
FT
A FT 0.25%
BT DT KPN FT
step-ups 80
3 23 2000 Bon 2-3
300 200 *
FT  Sprint 10% 5 19 6
50
Vodafone
FT 66 Vodafone
64.1 49.75 49.7
value-resistant assets
ABS 10
2 ABS Aaa FT 2001
6 FT
914 %2

47

48
49

50
51
52

Issued on March 7 with four tranches in US Dollars (at 4.16% for 2 years, $ 2.0bn at 7.20% for 5 years, $3.5bn at
7.75% for 10 years and $2.5bn at 8.50% for 30 years), two in €(at 7.25% for 3 years and 7.00% for 7 years)and one
in Sterling (E600mn at 7.50% for 10 years).The protective covenants are called coupon step-ups and bump up
coupon payments in the event that the companies' credit rating drops beneath a certain threshold.
Moody's Investors Service, 2001, France Telecom analysis, Global Credit Research, June, page 10
Such as 11% stake in STMicroelectronics, valued at €4bn and a stake in Sprint FON Group, valued €2bn, Wall
Street Journal, 2001, France Telecom expects revenue to grow at double-digit pace, March 23.
It sold 75.9mn shares at $19.
Giddy,l., 2001, France Telecom confirms ABS, Article compiled by Giddy, . Of New York University, February 27.
FT remains in charge of servicing the transferred receivables on behalf the Security Fund, Fonds commun de
creances(FCC).FT subscribed for €851mn in beneficial interests in the FCC, subordinated for risk of non-recovery
of the total €1765mn receivables sold. France Telecom, 2002, Form 20-F for the fiscal year ended December 31,
2001, June 28, 1-321, page F-30.
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58 ICT
8 10 10% FT 14.3%%
2001 8 13 FT “FT
7 “ FT A3
605
5.3 1997-2000
2000° 1999 1998 1997 5
AvgP
Int.Cov(%) 3.7 7.9 4.0 4.1 4.9
RCF/TD(%) 8.9 36.7 38.7 39.3 36.2
Op.Margin(%) 11.8 16.9 17.3 16.8 16.6
ROS(%) 10.9 10.2 8.2 9.5 8.0
ROC(pretax)(%) 10.6 14.7 16.0 15.8 12.7
Balance sheet 2000 1999 1998 1997 5
statistics AVg°
TD(%) 64.3 46.0 46.0 525 51.3
DIT&Min.Int(%) 2.1 3.6 2.4 0.6 19
Com.Equity(%) 337 50.4 51.6 46.9 46.8
Total Cap(€bn) 98.4 375 32.9 30.5 22.7
a 12 31 12
b 2000-1996
¢ 5
Int.Cov + - + +
RCF/TD / - + x100
Op.Margin + x100.
ROS EBIT + + x100
ROC EBIT + + x100
D + x100

DIT.&Min.Int,(%): Deferred taxes& Minority Interest to Capitalization(Deferred taxes + Minority interest) ~Total capitalization)
x100
DIT Min.Int + + x100

Com. Equity(%) Common Equity to Capitaliazation: (Reported common & surplus —(Preferred stock at liquidation value —

8 \Wall Street Journal,2001, France Telecom group may raise stake in Telekomunikacja Polska, August 22.

> The MSCI ICT Europe Index closed at 141.63, FT €38.99
% Emoody's Investors Service, 2001, Moody's changes to naegative the ratings outlook of France Telecom and

Orange Plc, Rating Action, August 13, pages 2 and 4.
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Reported value) +Total capitalization) x100

Com. Equity(%)

Capitaliazation

%100

Total Cap.(€bn): Total Capitalization : Total debt +Minority intrest + Deferred taxes +Investment tax credit + Preferred stock at

liquidation value +Common and surplus — Cumulative translation adjustment.

Total Cap.(€bn):

+ +

De Board ,E.,Fisher,A.,Konefal.,R.,and Winzer,C.,2001,France Telecom, Analysis:Moody’s Investment Service, June, Report

8 080,1-16.
De Board ,E.,Fisher,A.,Konefal.,R.,and Winzer,C.,2001, 8080,1-
16
2001 9
FT
180 280 TPSA 2003 370
470 300 400
1 FT treasury stock 70 100 FT
Orange 50 ol
Michel Bon “ 7 FT
62 FT 9 4 29.57 9 6
24.94 15.7%
FT
FT
FT
63
2001 9 Baal

o France Telecom 2001 Financial analyst presentation-half-year results 2001, September 6, page
38.

« Wall Street Journal,2001, France Telecom says its debt won't derail some expansion, September 7.

. Moody's Investors Service, 2001, Moody's places the long term debt ratings of France Telecom SA
(A3)and Orange Plc (A3)on review for possible downgrades. Short term ratings is affirmed, Racting
action, September 6, pages 2 and 3.
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2002 FT UMTS
2002 2003 107 127 %8
FT
UMTS
FT
FT
FT Mr Schmid FT
Mobilcom  UMTS FT FT
2 FT
“«ET 695
2002 3
FT 2 150 Orange
FT Exhibit
5.4 70
3 FT 2001 FT
non-recurring provisons &
NTL Equnat Telecom Argentina  Mobilcom
valuation allowance 94 58 38
2001 83 7 762
Baal FT
54 2002 2
12/31/02 6/30/03 12/31/03 6/30/04 12/31/04
EBITDA 3 3 3.25 3.25 3.25

EBITDA 5 4.75 4.50 4.25 3.75

% France Telecom, 2002, Form 20-F for the fiscal year ended December 31, 2001, June 28, 1-321, page 11.
% Moody's Investors Service, 2002, Moody's changes  to negative the ratings outlook of France Telecom and Orange
Plc, Rating Action ,February 1.
" France Telecom,2002, Form 20-F for the fiscal year ended December 31, 2001, June 28, 1-321, page F-48
™ France Telecom,2002, France Telecom posts its best-ever operating income in 2001 but net income is negative after
non-recurring provisions, Press Release, March 21.
2 Alcatel
2001 50 2002 47 Alcatel
2003 2002 1-176 37
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The ratio calculations are to be based on the consolidated financial statements prepared under french GAAP and EBITDA is

calculation over the period of 12 months, by using the data corrected for acquisition and disposals that take place within the 12
preceding months.

EBITDA 12 12

Total Interest Costs are Net Interest Expense.

Total Net Debt is defined as Fiancial Debt.

Source: France Telecom ,2003, Form 20-F for the fiscal year ended December 31, 2002, March 21,1-450; France Telecom, 2004,
Form 20-F for the fiscal year ended December 31,2003, Aprirl 16,1-468;France Telecm, 2005, Form 20-F for the fiscal year ended
December 31, 2004, May 17, 1-508.

2003 2002 12 31 20-F 3 21 1-45 2004
2003 12 31 20-F 4 16 1-468; 2005 2004 12 31 20-F
5 17 1-508.

FT EBITDA
CAPEX/
EBITDA EBITDA/ 2002-2005 140
5.2 170 & 2005 320
150 170
Mobilcom 65
/EBITDA 2003 3.3 3.5 2005
2.2 2.6 2001 4.9
2005 1.5 1.7
Michel Bon “
FT 3/4
FT
Mobilcom FT S

" France Telecom, 2002, France Telecom posts its best-ever operating income in 2001 but net income is negative

after non-recurring provisions, Press Release, March 21, pages 2 and 3.
France Telecom, 2002, Annual Report 2001, March 20, 1-147.

Moody's Investors Service,2002, Moody's places France Telecom and Oranges long-term debt ratings on review for
209
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76 5 FT
FT 18%— 19.81 IPO 18.6% FT
70 20
Orange 50% FT 12.7
Orange 2003 2
FT
Prime-2
2 76
Mobilcom FT
2001 FT 6
80% FT 4 Mobilcom
FT 2001
Mobilcom 39
FT Mobilcom UMTS
FT Mr Schmid
Mobilcom 18 FT 70
Mr Schmid FT
Mobilcom FT Mr Schmid 6800
FT  Mr Schimid 7
Mr Schmid 6 FT Mobilcom
Mobilcom Mr  Schimid FT
Mobilcom Senior Interim Facility
8 Mobilcom 6
FT FT a deep discount
rights issue to raise 100 100 2001 Ala
KPN 50 alaBT
40% FT 250

® " Moody's Investors Service,2002, Moody's expands of scope of France Telecom's review, placing the Prime-2 short-
term rating on review for downgrade, while continuing the review of the Baal long-term ratings, Rating Action,
May 13, pages 2 and 3.
" Raynes, P., 2002, Piece of Schmid, Breakingviews, May 30.
" France Telecom, 2003, Form 20-F for the fiscal year ended December 31, 2002, March 21, 1-450, page F-54.
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100 79
FT Mobilcom FT
deeply subordinated perpetual
convertible bond Mobilcom 47
Mobilcom
FT FT Mobilcom equity
credit FT
80
FT FT Baa3
700 “ FT  Orange
8111
Exhibit 5.5 2002 6 24
Orange
Orange Baa3 Prime-3
6000
2002 6 24 - FT Baal
Baa3 Prime-2 Prime-3 Orange Baal
Baa3 FT Orange SA FT  Orange
2002 3 27
FT  Orange
FT EBITDA 2002 140 FT
FT
FT 2002 700

79
80
81

Monnelly, M, 2002, Bon voyage, Breakingviews, May 24.

Monnelly, M., 2002, Bon's chance, Breakingviews, May 28.

Moody's Investors Service, 2002, Moody's downgrades to Baa3 France Telecom and Orange's long-term debt

ratings and France Telecom's short-term rating to Prime-3; rating outlook is negative, Rating Action, June 24.
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2000 6 1 150 8.875%

2006 6 1 225

Orange SA FT

18.3 12.7

Stuart Lawton

44 20 7772 5454

Aidan Fisher

44 20 7772 5454

Copyright 2005, /

Company, Inc. MOODY*"S
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2009 6
2002 5 31
Orange

1

275 9%

Orange SA 40.5

75

Moody*s Assurance
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87
FT 2002
level of facilities / FT
2003 150 ”
FT BT KPN Sonera “ "
“rescue rights offering” Michel Bon

Orange Wanadoo

CEO big brother shareholder La republique Francaise
2002 9 12 Michel Bon 2002-HI 122
400
% 2003 FT
Michel Bon FT
FT
FT FT %0
FT
721 87 4
53 54 1996-2001  FT Exhibit
5.6 5
91
2.17 FT
6 FT 290.7bp 2002 7 3 591.7bp
5.2 FT 9 30 6.01 27
19971PO 22 5 861
& 7 OnJuly 31,2002 FT issued 4.679mn new shares at €11.22 to employees.
® ® Moody's, Liquidity Rating Assessment 2002, page 1.
z z This included a €7.2bn provision relating to Mobilcom.

Ministere de I'Economie, des Frances et de I'Industrie, 2002, Situation financiere de France

Telecom ,Communique, September 12; and Moody's Investors Service, 2002, Moody's changes France Telecom
and Orange's outlook to stable from negative and affirms the Baa3 long-term debt ratings and Prime-3 short-term
rating, Rating Action, September 13.

1
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2002 3 2 189.66 2 7438
53 FT 1996-2002 %
1996 | 1997 | 1998 1999 | 2000 | 2000 2001 2001 2002
a 6m 6m 6m
1 228 286 872 1206 | 5136 | 36049 | 42551 | 34963 | 34041
2 355 401 646 925 2051 16289 17154 | 18189 | 19279
2602 | 2604 | 2657 | 2896 | 3008 | 34623 | 36299 | 31728 | 37128
8 1 7 4 1
3 615 774 956 1066 | 1279 10506 10174 | 8912 4278
2504 | 2719 | 3738 | 5673 | 1048 10218 | 7700 3240 1720
9
352 926 471 443 501 722 2024 1936 1517
4 2353 | 2439 | 2375 | 2285 | 2204 | 2532 4208 5369 4040
3243 | 3358 | 3563 | 4056 | 5174 | 110939 | 120110 | 10433 | 102003
4 5 5 2 1 7
397 378 420 621 987 1216 1100 900 850
5604 | 5418 | 5688 | 6884 | 7879 | 8783 7498 7596 7730
ST
4 343 589 551 677 522 1609 819 1102 646
968 2126 | 1785 | 2676 | 3284 | 4782 8806 6653 5678
0 0 0 0 0 0 0 2689 239
118 198 37 211 312 216 73 1138 148
489 415 2042 | 2424 | 3883 | 2040 3563 2943 2288
7919 | 9123 | 1052 1349 | 1686 18646 | 21859 | 23021 17579
3 3 7
4035 | 4270 | 4615 | 5405 | 6860 12958 14196 | 12735 | 119582
o 2 1 at FF6.55957 0.94 0.63 2000
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538 592 960 1130 | 1226 | 1946 265 3258 3330
1507 | 1543 | 1228 | 1736 | 2298 | 58625 | 47664 | 34964 | 45556
9 3 1 8 6
4035 | 4270 | 4615 | 5405 | 6860 | 12958 | 14196 | 12735 | 119582
4 8 8 5 8 5 9 8
a Exhibit 5.6
20-F 1996 FT
5.4 1996-20021
1996 | 1997 | 1998 | 1999 | 2000 | 2000 2001 | 2001 2002
6m 6m 6m
2287 | 2342 | 2464 | 2723 | 1532 | 33674 | 2042 | 43026 | 22472
6 0 8 3 4 4
-7332 | -8473 | -8973 | -9686 | -5595 | - -8405 | - -9133
12733 17619
-5046 | -5293 | -6115 | -7341 | -4196 | -9685 | -5687 | - -6187
12520
-820 -696 -658 -593 -214 -449 -266 -567 -282
EBITDA 9679 | 8957 | 8938 | 9613 | 5319 | 10807 | 6066 | 12320 | 6870
-4979 | -4736 | -4584 | -4885 | -2566 | -5726 | -3251 | -6910 | -3595
4700 | 4222 | 4354 | 4728 | 2753 | 5081 2815 | 5410 3275
-2888 | -217 -379 -238 -112 -225 -101 -210 -93
1811 | 4005 | 3975 | 4490 | 2641 | 4856 2714 | 5200 3182
-814 -733 -900 -662 -471 -2006 | -1967 | -3847 | -1754
60 -6 -23 -20 -49 -141 -399 -337 -87
-148 259 860 767 3336 | 3957 1778 | -5904 | -9339
0 -218 -270 -196 -119 -237 -114 -229 -126
909 3307 | 3642 | 4379 | 5338 | 6429 2012 | -5117 | -8124
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0 -152 -144 | -135 -107 -141 -71 -131 -51
98 25 189 259 -105 | -275 -292 -890 -163
18
-702 -915 | -1438 | -1797 | 1158 | -1313 | 1439 | 2932 -2296
325 2266 | 2249 | 2706 | 3968 | 4700 3088 | -3206 | -10634
-81 -150 | -82 -136 -171 -1092 | -1353 | -2531 | -1466
0 0 0 0 0 -3257
78 150 133 198 20 52 216 714 -76
321 2266 | 2300 | 2768 | 3817 | 3660 1951 | -8280 | -12176
-686 -991 | -1025 | -1025 | -1025 | -1075 | -1075 | 1056 -1056
-193 -4250 | -651
-1 -4 -8 -71 -52 -213 -99 -128 -39
20-F 1996 FT 1996 1997
5.6 1996-20021
1
2000 2002 6m 2001 2002 6m
36049 42551 34963 34041
Orange 29895 24490 22883
Equant/Global 3849 6290 5331
One
Wanadoo 595 2908 2682
Casema 219
Nortel 173
Inversora/Teleco
m Argetina
TP Group 1938
JTC 317 295

203
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1001 777 1207
5 20
2 2000
16289
() UMTS
GSM
® PLC
®
3
[
[
FT
[ 20 50
[
Exhibit 5.6( )
2000
10506

Mobilcom 3687

TP SA 3441

Wind 2011

FTICI 785

BITCO 370
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Intelig

107

PTK

60

Pramindo Ikat

44

Television Par Satellite

Other affiliates

100

2000

2532

6106
-1965

-1609

1859

2000

24228

1999 12 31

6629

2000

1759

2000 FT 129201742
17597.3mn

€4.0

516.8mn

1998

4173

2898

2266

-991
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8
2000
m FT 140.2 15.4mn
2001
[ | 103.37 FT64.6 2001 3
64.1 6.65bn
m 315 €56.71 30.9
( 3 2001 20 f)
€1271 (€778 )
2002
[ 96.79 2002 3
€4.973bn  FT51.9mn
9
2001 6m 2001 2002 6m
15586 8101 10149
2036 2036 8101
-216 -714 76
57 74 76
13628 6802 2712
-99 -128 -39
184 31 -712
-4 0 0
10
2000 2002 6m
3881 1698
3633 3346
134 147
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114 205
LT 830 368
provision for CVRs issued to equant minority 2077
shareholders
Provision for FT’s financial risks at Mobilcom 7000
509 2021
5220 15164

11

1999 12 31 2000 12 31 5267 “ 7 The
increase in €5267 Wind 2076
18.9% E.on Orange SA(1038
42.5% 2153 \Vodafone Orange Plc
12.
1996 26
2006 12 31
1996
4979
13.
/( ), | 2001 2002 6m
MobilCom -1393 -7290
NTL -5910 -1663
Equant CVR -2077
Noos NTL
Wind
Orange
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9 30 ICT 43.3 FT 6.01
IPO 76% 712 FT 122 FT
700
5.3 3 75%
5.2.2 2002 10
CEO
2002 10 2 Thierry Breton CEO
9 48 CEO
90 Thomson
FT
FT
FT
FT
5.5 FT /

Alphanum | Numeri | Actio | outloo | Alp | Nu Action outloo | Alp | Nume | Action outlook
eric c n k ha- meri k han | ric

num | c ume

eric ric

9

*Ministere de I'Economie, des Finances et de I'Industrie, 2002, France Telecom, Communique, October 2.
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1991- Aaa |1 Initiatin AA |1 Intiating
11-6 g A
1991- AA |1 Stable
11-7 A
1991- AA |1 Negativ
11-14 A e
1994-
3-24
1995-
7-27
1996- Aaa |1 Assigne
5-7 d
1996- Aaa |1 Watch/
7-10 Dowmg
rade
1997- Aal | 2 Rating
3-3 lowered
1998- | AA+ 2 Innitia AA | 2 Rating Stable
2-19 ting/W + lowered
atch
negative
1999- AA | 2 Watch/
7-16 + Doengra
de
1999- Aal | 2 Watch/
7-27 Downgr
ade
1999- Aa2 | 3 Rating stable
12-3 lowered
1999- | AA 3 Down AA | 3 Rating
12-21 grade
1999- Lower | Negativ
12-22 ed/wat | e
ch
AA- | 4 Rating Stable
lowered
2000- AA- | 4 Watch/
1-28 Downgr
ade
2000- | AA 3 Watch Aa2 | 3 Watch/ A 6 Rating Negativ
5-30 negati Downgr lowered | e
ve ade
2000-
8-23
2000- | A 6 Doeng | Stable
9-11 rade
2000- Al 5 Rating Stable
9-18 lowered
2001- | A 6 Affir Negati
2-9 med ve
2001- A3 7 Rating Stable
2-15 lowered
2001- A- 7 Rating Negativ
2-16 lowered | e
2001- | A- 7 Down | Negati Watch/
6-21 grade | ve Downgr
ade
2001- | A- 7 Watch A3 7 Watch/ A- 7 Rating Negativ
9-6 negati Downgr lowered | e
ve ade
2001- Rating Stable | BB 8
9-25 lowered B+
2001- Baa | 8
9-26 1
2001- | BBB+ 8 Down | Negati
9-28 grade | ve
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5.2 ICT 1997-2002 %

October 1997: IPO price€27 1997 10 IPO €27

March 2000: Internet activities IPO project announced Share price up 25% in one day

2000 3 IPO 25
November 1998: Second IPO price€59,5 1998 11 IPO 59.5
July 1999: NTL acquisition 1999 7 NTL

March 2000: Mobilcom acquisition 2000 3

May 2000: Orange acquisition 2000 5 Orange

July 2000: Wanadoo IPO Wind acquisition 2000 7 Wanadoo
Wind

End 2000: Equant acquisition 2000 Equant

March 2002:  First plan announced 2002 3

5.3 (2003-2005)
FT financial grip
95
CEO FT 10.1% 7.30
8

Thierry Breton
FT Breton FT
2002 12 4 Thierry Breton “FT 2005 7

“15+15+15”

ICT stands for Information and Communication Technology.
® 5 France Telecom SA, Paris, October3, 2002.
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TOP 3
150 Exhibit 5.7
FT 2003
150 150
90 90
FT FT
2002 12 4
FT 12 4
FT 150 90
90
FT

Exhibit 5.7 Detail of the projected €15 bn of savings to be achieved by France Telecom

15
: 2004 INSEAD ,2 b
5.7 150
2004 INSEAD 2 5
ERAP
ERAP FT  55%

ERAP
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2005
2 FT
Breton FT
16%
5.2.3 2005
FT
FT Baa3
FT
2.5 3.84
FT
10 4%/3
7.25% 10 30
30 5 FT
14 50
FT
142
FT “15+15+15”
2003 2 FT
9 6

euro bailout, December 4.

96

/[EBITDA

FT
25 7
15 8%

2003 1 15
6%

8.125%
2 FT 1

2005

[1] ”

Baa3
2003

231

2002

4.7
11%
90
7%
55
35 10
30
12
680
FT

Ministere de I'Economie, des Finances et de I'Industrie, 2002, Soutien de I'Etat au plan d'action approuve par le
conseil d'administration de France Telecom, Communique, December 4. BBC News, 2002, France Telecom in 9bn
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FT
FT 150
Wanadoo  Equant

“ " 2003
FT
TOP
2003
62.5%
62.4%
19
FT 148
FT
238 30
Exhibit 5.8
2002 12
2004
2003 FT

1

12

FT

2

Orange
150
100
64
166
2002 68% 63.8% 2003
2004 61.3% 2005
97
20038 3 24 1187
14.50 20
90 90
4 15
2003
98
FT
TDF Casema Eutalsat  Wind
FT Orange
FT Wanadoo
2003 12 5

® 7 France Telecom 20-F 2003, 20-F 2004, and 20-F 2005.

9 8

Deslondes, G., 2004, France Telecom Research Report, S&P
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March 22, 1-14, page 2.
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4 15 14.9
2002
12 13 TDF 1.3
12 26 Casema
2003
1 28 Casema
2 3 Eutelsat 23% , 375
3 20 Wind 15
9 1 Orange : 13.9
7.1
9 24 Menatel 4.3
12 31 50
2004
2 23 Wanadoo 3.95
6 20 Sprint PCS 5.5% 286
7 8 Orange Denmark 600
7 24 Jaunes 14
9 7 10.85% 42.24
5.3
FT
FT
FT 60%
FT
FT 6
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[1] ” [1]

” Alcatel SA CEO Serge
Tchuruk “ ” Vivendi Universal SA CEO Jean-Rene Fourtou
” " FT SA CEO Michel Bon
99
1995-2004 FT Michel Bon

great moderation

531 FT
FT 5.4 5.5—1997-2004
FT — FT 2000 6
5.6 FT 2000 6
2002 7 120% FT
value cushion -
“ ” cushion ratio — 2000 3 31
4.2 4 5.7 2.1.
2002 6 Michel Bon
FT 2002 3 31
1.0 sensitive floor 9 30 “ ” 05
5.4 1997-2004
Debt (BV)/Equity (MV) BV / MV
: Thomson , ,
9 9

Delaney,K.J., 2002, France Inc. is fuming at top rating agencies-anger over downgrades is sign of new
accountability; search for a scapegoat, Wall Street Journal Europe, November 20.
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55 (1997-2004)
Thomson Euronrxt
5.6 1997-2004
B-S —
5.7 1997-2004
Thomson ,
1991 FT
100 1995 6 27 FT Aaa
5.1 5.2
5.8
cushion ratio
21
6
Altman Z-scores - 59 5.10
2002 6 2003 3 FT 50%-90%
FT
5.8 1995-2004
1 00

It initiated its rating actions with an Aaa senior unsecured domestic currency issue rating on November 6, 1991.
A similar foreign currency rating followed on July 24, 1992 and a new P-1 short-term rating on foreign currency
commercial paper was initiated on June 26, 1994.
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2005
14
5.9 KMV 1997-2004
2002 5.11 0
2002
5.12 FT
FT 2002 4
FT time-discounted value 1120
510 54% FT
6
5.10 Altman Z-scores(1997-2004)
6 6.22
5.11 1997-2004
Thomson , ,
5.12 1997-2004

Thomson ,
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FT
1997 2004
FT
5.3.2 2002
2002 Michel Bon
CEO
5.13 1997-2004
10 3 Thierry Breton CEO
2002 12 “15+15+15”
5.9-5.12 2002
2002

FT
238

CEO

50%-95%

5.13

2005FT
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5.3.3
10 FT
FT FT
FT FT
2002
resilience
FT
FT
FT FT
FT CEO FT
FT
FT er FT
— FT
Exhibit 5.9 1999-2002
5.9 1992-2002
25% 91%
2 7% 43%
1% 76%
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6.1

6.1.1 2

GM Suv
GMT-900 3

Exhibit 6.1

Emmer, E.Z., Executive Managing Director, Standard & Poor's, In Ganguin, B., and Bilardello, J. 2005,
Fundamentals of Corporate Credit Analysis, McGraw-Hill, New York, 1-437, page x in the Foreword.

This section draws heavily on the classics of the field published by the CRAs themselves, primarily:Fitch Ratings,
2006, Corporate rating methodology: corporate finance criteria report, June 13, 1-7; Moody's Investors Service,
2004, Guide to Moody's ratings, rating process, and rating practices, June, Report 87615, 1-48 and Samson, S.B.,
Sprinzen,S., and Dubois-Pelerin,E., 2006, Corporate Ratings Criteria-Standard & Poor's role in the financial
markets; ratings definitions; the rating process, Research:Standard & Poor's, March 9,1-13 plus some excellent
publications, such as Ganguin, B., and Bilardello, J., 2005, Fundamentals of Corporate Credit Analysis, McGraw-
Hill, 1-437

Stated by Oline, M., a credit analyst at Fitch, according to Covel, S., and Hawkins Jr., L., 2005, High fuel prices,
Delphi woes pressure GM's credit rating, Wall Street Journal Europe, September 29, page M4.
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6.1
[ ) VS
[ ) VS
® ie VS
°
°
°
[
Atkinson, R., 2006
DPWN 1 13 120 8
“ ”  nesting sphere
H ef © 4 | 4
T = i [ :
0, - r

4

Standard & Poor's, 2006, Corporate Rating Criteria, 1-119, page 19.
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6.1.3
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6.1.3

6.2 2005

2006 1-128 20 2005
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1-119

19-21
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Exhibit 6.2

6.1.2

Exhibit 6.3

EBITDA

6.3

> Penrose, J., General Counsel and Managing Director, Standard & Poor's, in Ganguin, B., and Bilardello, J., 2005,

Fundamentals of Corporate Credit Analysis, McGraw-Hill, New York,1-437, page 200.
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Ganguin B., bilardello,J.,2005, McGrawHill, 1-437 202 The

McGraw-Hill

6.4
Privileged Creditors
Secured Creditors
Unsecured Creditors
Subordinated Creditors

Shareholders

Ganguin B., bilardello,J.,2005, McGrawHill, 1-437 202 The McGraw-Hill

Exhibit 6.4

Exhibit 6.4
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6.1

notching

6.1
>/=BBB-( ) +2 -1
</=BB+( ) +3 -2
>/=BBB-( ) +2 -2
</=BB+( ) +3 -3
>/==Caal +3 -3
</=Caa2 +4 -4
2006 1-128 46-50 54 2007
5 30 1-4 2-4 2005 26

4 Cantor,R.,Emery,K, Stumpp,p.p.,20086,

®  Standard & Poor's, 2006, Corporate Rating Criteria, 1-128, page 46.
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98771,1-16 12

period

6.1.3

Exhibit 6.5

workout period

workout

Basel Il
premia
7
6.5
LGD
100
90-100 RR1 91-100 LGD1 0-10
70-90 RR2 71-90 LGD2 10-30

7

Altman, E.l., 2006, Default recovery rates and LGD in credit risk modelling and practice: an updated review of the

literature and empirical evidence, Working Paper, November,1-36, pages 17-19.
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50-70 RR3 51-70 LGD3 30-50
30-50 RR4 31-50 LGD4 50-70
10-30 RR5 11-30 LGD5 70-90
0-10 RR6 0-10 LGD6 90-100
2007, 5 30 1-4 2
1-2, Cantor,R.,Emery,K., and Stump, P., 2006,
8 98771,1-16 5
6.6 2006 9

May,W.,Needham,C.,and Verde,M.,2006,

) 12 14 1-11 4

Exhibit 6.6

Exhibit 6.7

6.1.3 8

8
J., 2005, Fundamentals of Corporate Credit Analysis, McGraw-Hill, 1-437

249

2007,

This section presents the method of scoring credit risk as presented in Chapter 10 of Ganguin, B., and Bilardello,
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6.7

May,W.,Needham,C.,and Verde,M.,2006,
12 14 1-11 1

6.1

6.2 22

6.3

6.1

Mapping to Rating
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2006
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Scores for Business & Financial Risk
Business Risk

Credit Score

“Soft” Factors and Country Risk  *“ ”

Weights for Business & Financial Risk

2002

3.7

6.5

®  Moody's, 2007, Global telecommunications industry: Rating Methodology, December,1-36, pages 11-12.

Although this report is focused on 2007, most key factors have not changed since 2002 except for the need to
provide new services such as video on demand.
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30% * 4 = 1.2
20% * 5 = 1.0
100% 3.7
6.5 /
/
Aaa Baa B
2007 >25% 10-15% 2-6%
2005 >25% 10-15% 0-5%
Aaa Baa B
2007 >40% 10-15% 0-5%
2004 >40% 10-15% 0-10%
2007 12 1-36 27 2005
24 10 2007 1 1-33 21 2004
12 1-28 20
FCF/
2004-2007
6.8
6.6 2002
EBITDA
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7.7% 5.4% 3.2% 1.9%
38% 28.6% 17.9% 10.4%
/ 19.9% 11.8% 5.8% 2.2%
Ganguim, B., 2006, INSEAD fontainebleau-2007 1 12 1-37 27
6.8
10-25% 10% * 5 = 0.5
10-25% 10% * 10 = 1.0
10-50% 20% * 9 = 1.8
30-70% 60% * 6 = 3.6
100% 6.9
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6.9
50-70% 30-50%
50-60% 40-50%
40-50% 50-60%
20-40% 60-80%
10-20% 80-90%
Thierry Breton
6.10
6.10
3.7 * 30% = 1.1
6.9 * 70% = 4.8
100% 5.9
5.9-6 BBB
BBB
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6.2
B
100
10mn <6 100%
30mn <30 100%
90mn >30 67%
30mn >30 0%
6.13
B
1 +3 BB
3 +1 B+
6 -2 CCC+

6.2
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10
6.2.1
Oldrich Vasicek 1984
KMV 1 “
”12
20 80
Vasicek “
13
CFA
Black&Scholes
1973
Vasicek “
1411 7
“ ” Markowitzr
Linter Fama
Sharpe

10
11
12
13

14

Vasicek, O.A., 1984, Credit Valuation, Working Paper:KMV Corporation, March 22, 1-16, page 1.

Vasicek, O.A., 1984, Credit Valuation, Working Paper:KMV Corporation, March 22, 1-16

Vasicek, O.A., 1984, Credit Valuation, Working Paper:KMV Corporation, March 22, 1-16, page 1.

See Black,F., and Scholes, M., 1973, The pricing of options and corporate liabilities, Journal of Political Economy,
May-June, Vol.81, Issue 3, 637-654.

See Merton,R., 1974, On the pricing of corporate debt:the risk structure of interest rates, Journal of Finance,
May,Vol.29, Issue 2, 449-470.
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6.2.2 21
KMV Expected Default Frequency
KMV
Merton 1974 Black&Scholes 1973
EDF™ Vasicek-
Kealhofer(V-K) Vasicek 1984; Kealhofer 20033,2003b KMV KMV
KMV Vasicek-Kealhofer KMV
V-K V-K
22
23
V-K
Black&Scholes
KMV

2L This section draws on Crosbie, P., and Bohn , J., 2003,Modeling Default Risk, Moody's KMV, December 18, 1-31.
22

2 For further references on structural and reduced form models, for empirical performance see Arora, N., Bohn, J.R.,
and Zhu, F., 2005, Reduced form vs. structural models of credit risk: a case study of three models, Moody's K.M.V.,,
February 17,1-39, and for a theoretical comparison refer to :Jarrow, R.A., and Protter, P., 2004, Structural versus
reduced form models: a new information based perspective, Journal of Investment Management, second quarter,
\Vol.2, No.2,1-10.
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Crosbie,Page, and Bohn,J.,2003,Modeling

KMV

BS Black & Scholes

p. =Bl =XV =V =Flny slnk, | = V]

(6-1)

p=t
VtA: t
Xt:t

2
0
Inv'= InVA+(u— TA)I'+0' A Me

6.2

25
MKMV 3

Dwyer, D., and Qu,Shisheng, 2007,EDF™ 8.0 Model Enhancements, Moody's KMV,

Jannuary, 1-36, page 23.
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6.7
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6.7
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6.7 6.10
DD 6.7 6.10

KMV Black-Scholes-Merton
6.10
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2003

2003 6

FT
2000 3
Wind 2000

Mobilcom 2000
Equant

Exhibit 6.9 1997 12

FT 1999 12 2002 6

KMV

T1993-2006

Thomson Datastream

Exhibit 6.10

EDF 78.14%
0.18%

FT
FT

Exhibit 6.9

Exhibit 6.10

2002

3

FT

6.25%

EDF

2002
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1999

Orange

MKMV

6.5

2003
FT

1999
FT

NTL

2000 7
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FT
EDF,
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EDF EDF
EDF EDF
EDF
EDF
EDF EDF KMV
V-K

Korablev-Dwyer(2007)MKMV EDF

Merton Altman Z-Score
27
EDF
EDF
KMV
EDF
28
6.2.3
MIRs
CDS

29

2T Korablev, I., and Dwyer,D., 2007, Power and level validation of Moody's KMV EDF credit measures in North
America, Europe and Asia, September 10, 1-56.

%8 Crosbie, P., and Bohn, J., 2003, Modeling Default Risk, Moody's KMV, December 18, 1-321, 3,1339-1369, page 21

2 n practice the main global rating agencies now offer explicitly market implied ratings:Fitch Ratings, 2007, Fitch
CDS Implied Rating Model, June 13, Research Special Report; Fitch Ratings, 2007, Fitch Equity Implied Rating
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IMF

[13 7 33
2005 7
B1
10% 12%
2005
11 BBC “
" 2006 2
2006 8 BB+

® Truglia,V, and Cailleteau, Page, 2006, A guide to Moody's sovereign ratings, Special Comment: Moody's

Investors Service August, 1-10, page 1.

¥ BBC News, 2005, Philippines' credit woes escalate, July 13.
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Beers DT.,and Cavanaugh,M.m2005, 9 27 1-17

1997-1998

36

Cantor Packer

20 90
6.14
Exhibit 6.12
Exhibit
1975 15
6.14
1 3 5
SOV CORP SOV CORP SOV CORP
AAA 0 0 0 0 0 0.1

% Mora, N.,k 2006, Sovereign credit ratings: guilty beyond reasonable doubt?, Journal of Banking and Finance,

Vol.30, 2041-2062.
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275

AA 0 0 0 0.1 0 0.3
A 0 0 0 0.2 0 0.6
BBB 0 0.3 2.1 1.3 5.6 2.8
BB 11 1.1 5.6 6 8.8 10.7
B 3 5.4 8.8 17.1 17.6 24.2
CCC/C |40 27 58.9 40.9 58.9 47.6
C
1995 1975-2005 1981-2005
Beers DT.,and Cavanaugh,M.m2005, 10 1-17 1
6.12 1975-2002
1989 2001-2002 Ba3;Bl N.A;B | B3;Ca N.A;SD
B-
1989-1997
1984-1985
1999-2000 B3 Caa2 SD
1992-2002
1989
2000-2002 Baz;Caal
1986-1988 1992 B2;Caal
1999 Caal CcC Caal SD
1987-1994
1998-2000 Ba2 BB- B3 SD
1998-2000 B2 Caal
1995-1997 Ba2 B+ Ba2 B
1975-1980
1998 2 6
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Mora,N. 2006
1 2043

sovereign notch defferentions

[1] ”

6.3.2

85%-95%
20%
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4%-8%

30

BBB

2041 - 2062
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6.13

IFS

IFS
IFS

6.13

IFS

IFS

IFS
IFS
IFS

IFS
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CDOs

40

CDO

CDO

Exhibit 6.14

AAA

BBB

0 Fender, 1., and Kiff, J., 2004, CDO Rating Methodology some thoughts on model risk and its implications, BIS

Working Papers,N0.163, Nov.2004, page2.
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BB

B B
CCC CCC
CcC CcC
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Carlo Merton
BET
mapped into
PD RR
Diversity Score-DS
m N n
41
m o n
DS——kZla Zl min{l, Fi/F}} f:%; F,
i Fi.nk K G(x)
min{1,F/F}
G
42
43 DS+1
0 1 DS DS
CDO 44
DS
LR R (o) - (o))

41

42

43

44

Monte

BET

Fender, 1., and Kiff, J., 2004, CDO Rating Methodology:some thoughts on model risk and its implications, BIS

Working Papers, N0.163, Nov.24, page 4.

For illustration, see Fender, 1., and Kiff, J., 2004, CDO Rating Methodology:some thoughts on model risk and its

implications, BIS Working Papers, N0.163, Nov.24, tabels 1 and 2.

Gluck and Remeza “Moody's Approach to Rating Multi-sector CDOs”, Moody's Investors Service
Structured Finance Special Report, Sept.2000.

Fender, 1., and Kiff, J., 2004, CDO Rating Methodology:some thoughts on model risk and its implications, BIS

Working Papers, No.163, Nov.24, page 6.
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CDO

Merton
51

L Alternatively, a jump-diffusion process incorporating sudden changes in value may be more accurate to model the

dynamic of an obligor's total assets.
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6.4
EBRY
EBRY
EBRY
s~
A |2_| (YZ_Yl)
= 1
Y1:
Y2:
|1:
|2:
|3:
2006 6.25%
6.4.1

52

(6.11)

BS-

Working Papers No.163,November 2004, pages 10,11,12.
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See Fender, 1., and Kiff, J., 2004,CDO Rating Methodology: some thoughts on model risk and its implicaitons, BIS
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Merton

12
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FT
10-11-
12
250
- FT
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BS
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WACC
FT MSCI
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7.1

2006 60
3.2

NPV

1

Moody's Investors Service,2005,Code of professional Conduct, June, SP1399, 1-16, section 111 1,A,1.1, page 5
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Royal Ahold, Giant and Stop &Shop

700
5000-6000 2
- FT
180 3
1996
80
63 70
\olvo Glenn Yeynolds CreditSights

CEO “

7 Caal
Gimme Credit Publications Shelly Lombard “

7 36

8.16

Bloomberg, 2005, Ahold to cut 700 jobs to regain credit rating, International Herald Tribune, December 31, page 13
This title and the following example are taken from Koenig, B.m 2006, Ford to back $18bn in new loans with assets,
Bloomberg News, as reported in the International Herald Tribune, Novemeber 28, 503 words.
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1998 84 62 40 110 327 171 544
1999 107 92 55 145 410 253 1536 1215
2000 185 164 127 226 640 429 870 1150
2001 200 152 96 162 343 460 6010 1740
2002 155 108 68 220 150 367 4421 | 1652
2003 138 86 71 227 561 450 3225 1325
2004 98 57 60 159 286 221 1190 739
5005 | 89 61 60 164 258 245 1317 | 580
2006 113 80 65 147 339 193 1558 522
Lehman Brothers
7.1 1990-2006
2001 2002 2000 2003

intrapolate'B’

Datastream (Lehman Brothers)

7.11
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B AAA

2.3.2

For foundations results on this question, see Kaplan, R.S.,and Urwitz, G., 1979, Statistical models of bond ratings: a
methodological inquiry, Journal of Business, Vol.52, No.2,231-261.
See Joehnk, M., and Reilly F., 1976, The association between market based risk measures for bonds and bond
ratings, Journal of Finance, December, Vol.31, Issue 5, 1387-1403; Weinstein, M.,1981. The systematic risk of
corporate bonds, Journal of Financail and Quantitative Analysis, September, Vol.16, No.3, 257-278; and Ogden,
For a classic on this,see Wakeman, L.M., 1984, The real function of bond agencies, in Jensen,M.and Smith,
C.(eds),The Modern Theory of Corporate Finance, McGraw-Hill, New York, 391-396.
Ederington, L.H., Roberts,B.E., and Yawitz,J.B., 1987, The informational content of bond ratings, Journal of
Financial Research, Fall, Vol.X,N0.3,211-226,page 211.
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10
IPO

1974 1982
12
+/- 1-2-3
11 “3”
12

13

10

11

12

13

See for instance: Fridson, M.S., and Garman,M.C., 1998, Determinants of spreads on new high-yield bonds,
Financial Analysts Journal, March/April,Vol.54,No.2, 28-39.1t is alos noted that, while this may seem unremarkable,
there is evidence that for the French bond market, a direct relationship between yield and the ratings of the largest
French bond rating agency is either weak or non-existent.See Artus, P., Garrigues, J., and Sassenou,M., 1993,
Interest rate costs and issuer ratings: The case of French CP and bonds, Journal of International Securities Markets,
Autumn, Vol.7,211-218.
Liu,P., Seyyed, F.J., and Smith, S.D., 1999, The independent impact of credit rating changes:the case of Moody's
refinement on yield premiums, Journal of Business Finance and Accounting, April/May, Vol.26(3) and (4) 337-
363, page 340.
Fitch stand here for both Fithc Investors Service and Duff&Phelps because the date on which the reported results
are based pre-date the 1997-2000 mergers.
Jewell,J., and Livingston,M., 2000, The impact of a third credit rating on the pricing of bonds  The Journal of
Fixed Income December \Wol.10 69-85 pages 69 and 83.
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14
1976-2006
65993 7615
47.2% 20 740
51.1% 737 48.4% 15
15000 11
51342 20
26.8% 34.4% 16.0%16
17~
282 1984

14

15

16

17

Biais B., Declerck, F.,Dow,J., Portes,R., von Thadden E-L., 2006 Europen corporate bond
markets :transparency, liquidity,efficiency,Centre for Economic Policy Research, May, page 55. See also Ho, T., and
Stoll,H.,1983, The dynamics of dealer markets under competition, Journal of Finance, September, Biais,B.,
1993,Price information and equilibrium liquidity in fragmented and centralized markets,Journal of Finance,Vol.48,
pages 157-185, or Biais, B., Glosten,L., and Spatt,C., 2005, Market microstructure: A survey of microfoundations,
empirical results and policy implications, Journal of Financial Markets, \Vol.8,pp 217-264.
The fraction of splits is generally even more pronounced for CD and Notes ratings, particularly between Fitch and
S&P who disagree 65.9% of the time on 6919 jointly reted CDs and 62.9% of the time on 11600 jointly rated Notes.
Barton,A., 2006, Split credit ratings and the prediction of bank ratings in the Basel 1l environment, Thesis
submitted for the degree of Doctor of Philosophy, Uninversity of Southampton,Faculty of Law,Arts and Social
Sciences, School of Management, 1-205,pages 121-122.
Liu,P., and Moore,W.T., 1987, The impact of split bond ratings on risk premia, The Financail Review,
February,\ol.22,71-85, page 83.
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7.2 AAA B 1-3 7-10 4
bp 24
3-5
AAA B
0.18bp 63.86 0.3% 400.52bp
691.81bp 57.9%
BBB
17% 19%
7.2
7.2 1997-2003
1-3 3-5 5-7 7-10
AAA [ 4950 | 006 |0% |6386 |O018 |O0% |7047 |033 |0% | 7395 |06l | 1%
AA [ 5897 | 124 |2% | 7122 | 144 |2% |8236 |1.86 |2% |8857 |270 | 3%
A 88.82 | 1.12 | 1% | 10291 | 278 |3% | 110.71 | 471 | 4% | 11752 | 7.32 | 6%

24

Settlements,December, 51-63, Table 1, page 52.
301

Amato,J.D., and Remolona, E.M., 2003, The credit spread puzzle, Quarterly Review:

Bank for International
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BBB | 168.99 | 12.48 | 7% 170.89 | 20.12 | 12% | 185.34 | 27.17 | 15% | 179.63 | 34.56 | 19%

BB 421.20 | 103.09 | 24% | 264 5 | 126.74 | 35% | 345.37 | 140.52 | 41% | 322.32 | 148.05 | 46%
5
B 760.84 | 426.16 | 56% | 691.81 | 400.52 | 58% | 571.94 | 368.38 | 64% | 512.43 | 329.40 | 64%

Amato,J.D.,and Remolona, E.M.,
12 51-63 1 52

“ ” wedge

25
“ ” 7.2
...1997-2003
3-5 BBB 170bp
20bp g
AAA 50bp
74bp

% Gurkaynak,R., and Wolfers,J., 2006, Macroeconomic derivatives: an initial analysis of market-based macroforecast,
uncertainty and risk, Working Paper 11929: National Bureau of Economic Research, January, 1-43, report for the
macroeconomic level “finding little evidence that risk-aversion drives a wedge between market prices and
volatilities(page 2)”.If this were to hold also at the micro-economcis level for relative prices, theat would suggest
that eventually one should succeed in re-engineering observed spreads with pure risk neutral metrics that do not
need any risk aversion parameters.

*  Amato,J.D., and Remolona,E.M.,2003, The credit spread puzzle,Quarterly Review: Bank for

Informational Settlements,December,51-63, page 51.
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(1971-1987)

7.3
AAA AA A BBB BB B CCC
1 45 76 104 171 326 392 519
2 100 168 223 366 684 861 1174
3 165 243 367 609 129 1460 2062
4 246 359 556 923 1710 1746 496
5 344 515 782 1250 2419 2160 1561
6 457 710 1047 1700 2648 2676 NA
7 598 949 1366 2286 3585 3365 NA
8 772 1246 1778 2911 4725 4058 NA
9 987 1591 2278 3721 6073 3673 NA
10 1245 2028 2885 4577 7637 4467 NA
1.
2.
3.
Altman, E.l., 1989,
909 - 922, 919 - 920
7.4
(%)
AA A BBB
5 10 5 10 5 10
3.50 8.00 11.40 17.80 20.90 34.70
2001
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72.60 58.00 48.00 44.10 29.00 28.40
19.40 27.60 33.00 30.90 40.70 30.00
4.50 6.40 7.70 7.20 9.40 7.00

: Agrawal, D., Elton, E., Gruber, M., and Mann, C., 2001,

LVI 1 247 - 277

1 1

MARKETS ALL MATS - RED. YIELD)-

GLOBAL GOVT. BD ALL MATS.(E) - RED. YIELD).
T /SSE T

= T+1 -
Datastream
: Datastream
3711
38
1
5

37
38

39

-3

247

AAA

30

7.3

39

(FTSEEURO EMERGING
(FTSE

Shiller,R.J., 1989, Market \Volatility, The MIT Press, Cambridge, Massachusetts, 1-464, page 398.

Hotchkiss,E.S., and Ronen T., 2002, The informational efficiency of the corporate bond market: an intraday
analysis ,Review of Financial Studies, Winter, Vol.15,No.5, 1325-1354, page 1325.

Cremers, M., Driessen,J., and Maenhout, P., 2007, Explaining the level of credit spreads: option-implied jump risk

premia in a firm value model, Review of Financial Studies, forthcoming, 1-48.
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B 100.0 |4.4% |44.9% |89.3% | 95.6% | 2.2%
%
*
1 = 2 5
T
6 = 7-1
: Cremers, M., Driessen, J. Maenhout, P., 2007,
1 - 48 1 42
99%
Lehman
BB B
bp
7.4 BB
31% 45% AAA 48bp
B 512bp
7.5
it exceeds by a factor of almost 2 the
compensation
42”

42

308

Mauboussin,M.J.,2006, More than You Know: Finding Financial Wisdom in Unconventional Places, Columbia
University Press, New York, 1-268, page 39.
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second-order moments of ..

thinner

43

* Refer to Coval,J., Jurek, J., and Stafford,E.,2007, Economic Catastrophe Bonds, July, HBS Finance Working Paper

No.07-102.
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7.1.2
2006 11 21
44
(13 7 11 22
“ ...Vinci
45”
Vinci
Vinci

Vinci

Vinci

* Fanger,D. Fons,J., Gates, D., and Havlicek,B., 2006, Rating preferred stock and hybrid securities : request for

comment, Rating Methodology: Moody's Investors Service, November 21, Report 100692, 1-8, page 4, also
indicates that ratings could change for roughly 300 securities.
* Oakley,D.,2006, Hybrids hit by Moody's rethink, Financial Times,November 22.
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vinci
7.4 Iridium 7.5
Globalstar
Iridium- 7.1 Iridium Iridium
1999 8
2005 7 2000 1
1999
1999 7 15 D 46
Globalstar— 7.2 Globalstar LP Globalstar
1999 11
52 Globalstar
43 Globalstar B
Globalstar Globalstar
Globalstar
Gloablstar 1999
12 2000 Globalstar 2000 1
14 23%
ICT
Globalstar 2000 3 1
25
2000
3 31 21 234.7 350
2000 12 2000 6
5 9 Globalstar B
2001
8 22 CCC,
Globalstar 47
2000 3 23 135.1%

% Standard & Poor's, 2005, Data from CreditPro 7.0, June 30.

" Standard & Poor's, 2001, Globalstar ratings lowered to “D”, removed from creditwatch, Rating Action, January 16.
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Autorit'edes March'es 1 1-42 17
2004 1 12 Parlamat
John Doe Blaise Ganguin
Adecco Adecco
2013 Adecco
Adecco

1 12  Adecco
20 Adecco
Adecco
Adecco

7.6 7.7

7.7 : (1990 — 2004)

: THEX 0
: lankova, E., Pochon, F., and Te"iletche, J., 2006,
Autorit'edes March'es 1 1-42 18
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51

52”

7.1.3

7.1

53

‘[ ]

51

52

53

Ederington, L.H., and Goh,J.C., 1998, Bond rating agencies and stock analysts: Who knows what when?, Journal of
Financial and Quantitative Analysis, December, Vol.33, No.4, 569-585, page 569.

Ederington, L.H., and Goh,J.C., 1998, Bond rating agencies and stock analysts: Who knows what when?, Journal of
Financial and Quantitative Analysis, December, Vol.33, No.4, 569-585, page 584

Graham,J.R., and Harvey, C.R., 2001, The theory and practive of corporate finance: evidence from the field,

Journal of Financial Economics,May,\ol.60, Issue 2-3, 187-243, page 2.
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o4”

split ratings

55
56

7.2

13 7 11 571

54

55

56
57

Brealey,R.A., and Myers,S.C., 2003, Principles of Corporate Finance, seventh edition, McGraw-Hill, Irwin,New
York,1-1071,page 685.

Faulkender,M., and Peterson,M.,2006, Does the source of captial affect capital structure?, Review of Financial
Studies,Vol.19,No.1,45-79.

Kisgen,D.J., 2000.Credit ratings and capital structure, Journal of Finance, Vol LXI,No.3,June, 1035-1072.
Dering,J.M., Executive Vice President for Global Regulatory Affairs and Compliance-Moody's Corporation, 2005,

Remarks to the American Enterprise Institue,September 27, 1-7, page 3.
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4.3

Raymond McDaniel

80 20

58

Jonah

58

McDaniel, R.W., President of Moody's Investors Service,2003, Annual meeting of the International Organization of
Securities Commissions (IOSCO), Panel on the regulation of rating agencies, Specail Comment: Moody's Investors

Service, October 17, Report 79839, 1-8, page 2.
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000 02 0. Jo. JooJo. Jo. Jo. JooJo Jo Jo Jo Jo Jo. Jo. Jo. Joo0
9 |00 |06 |0 |00 |00 |00 |0 |00 |04 |04 |13 |23 |51 |00 |00 |6
360 |58 |10 [10 [48[3 |1 [3 [16]2 |3 |5 |6 |[10]8 |5 [2 |18
0 0 |4 |4 |67 |94 |33|7 |06 |52 |83 |27 |5 |25 |13 |41 ]0
8 |0 9
136 |23 [3 |3 [13]0 [o |1 Jos5fo |2 [2 2 |3 [3 |1 [o o6
4 |59 |22 |0 |98 |56 |02 |1 |65 |25 |20 |49 |91 |05 |70 |82 |5
a 1 1
Cantor, R., Hamilton, D.T., Kim, F.,, and Ou, S., 2007
1920 - 2006 6 102071 1 - 48
7.8 1980 - 2006
:Mancuso, P., Rosenthal, E., and Verde, M., 2007,
2 20 3
10
7.7
35 1.23% Aaa
Aaa Baa
0.18% Ba 1.15% B 5.98% Caa-C 23.83%
1986 1.36% Baa
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35 22
1
7.8 1980-2006
Cantor Emery 2005
60 134 -
29
20%
23%
49%
1990-1991
3 10.1% 10.4%
20 80
1993
remoteness

61

0 Cantor, R., and Emery, K.M., 2005, Relative default rates on corporate loans and bonds, Journal of Banking and
Finance,29, 1575-1584

81 Mathematically, the marginal default rate in time interval t, d(t), for a cohort of issuers formed on date y holding
rating z is defined as the number of defaults x(t) from the cohort that occur in the time interval t divided by the

z —_ z z
effective size of the cohort, n(t), at the start of time t : dy (1)=x, 1)/, (1) .
source: Cantor, R., and Hamilton,D., 2006, Measuring corporate default rates, Special Commnet: Moody's Investors
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7.9
5 1973 5 1.93%
1977 0.57% 1986 5.26% 1992
0%
financial
credit ratios
1970 80 62
Baa 5
5
7.9 AA A Baa 5
1970 - 2000
Cantor, R., Hamilton, D.T., Ou, S., and VVarma, P., 2005,
1920 - 2004 1 91233 1-140

26 22 -32

Service,November 2006, Report 100779, 1-16.
Cantor,R., and Packer, F., 1994, The credit rating industry, Quarterly Review: Federal Reserve Bank of New York,
Summer-Fall, 1-26, page 12.

62
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Max Lorenz 1905

1981-2006
45
63
X 710 * "
7.10 1981 - 2006
0
1 7.10 7%
7.11
7.11 7.8
7.12 Bl 1983-2005
2005
Bal Bl
7.11 1981 - 2006

8 Essentially, as mentioned above, assigning perfectly two grades-will default, will not default.
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7.8 1981 - 2006

1 83%

3 77%

5 74%

7 71%

7.12
Cantor, R., Hamilton, D.T., Ou, S., and Varma, P., 2006,
1920 - 2005 1 96546 1-52
9 11
79 1981-2006 1 3 5 7
7.9 1981 - 2006

1 AAA | AA A BBB BB B CCcC/C | D NR
AAA 88.34 7.84 0.47 0.09 0.09 0 0 0 3.17
AA 0.59 87.31 7.54 0.57 0.06 0.10 0.02 0.01 3.79
A 0.05 2.00 87.39 5.47 0.40 0.15 0.02 0.06 4.46
BBB 0.01 0.15 3.98 84.17 | 4.14 0.73 0.16 0.24 6.42
BB 0.03 0.06 0.22 5.18 75.71 7.20 0.84 1.07 9.69
B 0 0.05 0.18 0.30 5.78 72.77 410 4.99 11.83
CCCc/ICc |0 0 0.26 0.39 1.10 11.15 47.49 26.29 13.34
3 AAA AA A BBB BB B CCC/C | D NR
AAA 53.57 23.85 5.01 1.06 0.13 0.13 0.03 0.30 15.92
AA 1.75 51.00 24.05 4.25 0.66 0.39 0.04 0.34 17.52
A 0.13 5.62 53.01 15.49 2.58 1.02 0.18 0.73 21.24
BBB 0.07 0.81 1057 | 46.23 | 8.75 3.08 0.53 2.97 26.99
BB 0.03 0.15 1.59 12.32 27.49 10.87 1.63 11.42 34.49
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7.10 1978 2007
- 2005
64 0.98
65
70 80
66
67
1997 2006
2002 10%
9.85% 5.26%
7.10 1978-2007Q2
( (%) (%)
) ¢ )
2007Q2 1053 900 2 689 0.26 84.0
2006 993 600 7 559 0.76 0.30
2005 1073 000 36 209 3.38 61.1
2004 933 100 1 657 1.25 57.7
2003 825 000 38 451 4.66 455
2002 757 000 96 858 12.79 253
2001 649 000 63 609 9.80 255
2000 597 200 30 295 5.07 26.4
1999 567 400 23 532 4.15 27.9
1998 465 500 7 464 1.60 35.9
1997 335 400 4 200 1.25 54.2
1996 271 000 3 336 1.23 51.9
1995 240 000 4 551 1.90 40.6
1994 235 000 3 418 1.45 394
1993 206 907 2 287 111 56.6

64

65

66

67

68

Needs to be seen how annual numbers for 2007 will be affected by the unfolding sub-prime crisis.

Issuers whose ratings move up from original speculative to investment grade are referred to as rising stars.
Fridson,M., and Wahl,F., 1986, Fallen angels versus original issue high yield bonds, High Performance: The

Magazine of High Yield Bonds, Morgan Stanley & Co., Inc., October, 2-8.
Cantor,R., Hamilton,D., Mann, Ch., and Varma, P., 2003, What happens to fallen angels?A statistical review 1982-
2003, Moody's Investors Service: Special Comment, July, Report:78912, 1-10.
Fridson, M., and Sterling , K., 2006, Fallen angels:a separate and superior asset class, Journal of Fixed Income,
Winter 2006, 22-29.
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1992 163 000 5 545 3.40 50.1
1991 183 600 18 862 10.27 36.0
1990 181 000 18 354 10.14 234
1989 189 258 8 110 4.29 383
1988 148 187 3 944 2.66 436
1987 129 557 7 486 5.78 759
1986 90 243 3 156 350 345
1985 58 088 992 171 45.9 13.69
1984 40 939 344 0.84 486 12.23
1983 27 492 301 1.09 55.7 10.11
1982 18 109 577 3.19 38.6 9.61
1981 17 115 27 0.16 12.0 15.75
1980 14 935 224 1.50 211 8.43
1979 10 356 20 0.19 310 10.63
1978 8 946 119 1.33 60.0 8.38
1978 - 2006 3.46 44.41 10.84 2.34
1978 - 2006 4.26 2.94
a b 2002 9.3
2003 1.82 2004 0.59 1.56 2005 2006 0.322 2007Q2
0.054
Altman, E., and Karlin, B.J., 2007, 2007
1-25 11
EDF
EDF
EDF geometric means approach
EDF - 7.11 7.13 1994-2005
EDF A2 EDF
2000 0.275% 2005 0.040% EDF
- 2003 EDF 0.98% 1.20% B2
EDF

69 Altman 1989 7°

% For the various methods and their results, see Altman E.I., Caouette, J., and Narayanan, P., 1998, Managing Credit

Risk:The Next Great Financial Challenge, John Wiley &Sons,Inc., New York, 1-452, pages 194-201.
Altman, E.l., 1989, Measuring corporate bond mortality and performance, Journal of Finance, Vol.44, No.4,
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2 0 0 0 0 0 0 0 0 0 0 0
Caa | 17.94 [ 17.94 | 17.94 | 17.94 | 17.94 | 17.94 [ 17.94 | 17.94 [ 17.94 | 17.94 [ 17.94 | 17.946
3 6 6 6 6 6 6 6 6 6 6 6
Ca [20.00 [ 20.00 |20.00 | 20.00 | 20.00 | 20.00 | 20.00 | 20.00 | 20.00 | 20.00 | 20.00 | 20.000
0 0 0 0 0 0 0 0 0 0 0
C [ 20.00 [ 20.00 |20.00 | 20.00 | 20.00 | 20.00 | 20.00 | 20.00 | 20.00 | 20.00 | 20.00 | 20.000
0 0 0 0 0 0 0 0 0 0 0
1994 3 12 2005 1 11
7.13 KMV A2 BA2 1994 -2005
[ 27]

: Cantor, R., Fons, J., Mann, C., Munves, D., and Viswanathan, J., 2005,
11 SP1325 1-19 12 1

7.12 —_— 1971 - 2006

1(%) | 2(%) | 3(%) | 4(%) | 5(%) | 6(%) | 7(%) | 8(%) | 9(%) | 10(%)

Marginal 0.00 0.00 0.00 0.00 0.05 0.03 0.01 0.00 0.00 0.00
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12 Baal
B1, 12

2008 1983-2007
2 1-74 10

1984-2007
AAA/Aaa
7.157

SPV

7.15

7.14 7.15
Caa

2" Moody's Investors Service,2008, Structured finance rating transitions 1983-2007, Special Comment, February, 1-74
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7.14 IG
2003
1 1-32
1983-2002
7.15
2003
1 1-32
1983-2002
7.2.2
1971-2000
7.16 1983-2006

48
332

CAA

CAA

Bl

1983-2002
CAA
1983 - 2002
CAA
7.16
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7.16

Cantor, R., Hamilton, D.T., Kim, F., and Ou, S., 2007,

- 2006 2
2002 19% 2000 48%
1990 24% 1991 21% 1989
1981-2001
Bangia et al.
Loffler

79

2 1 - 64 7 48

1983 - 2006

1920
27 102071 1 - 48 6
2001 34%

1990-1991

32%76
77
Merton
78

Cantor,R., Hamilton,D.T., Ou,S., and Varma,P., 2005, Default and recovery rates of corporate bond issuers, 1920-

2004, Special Comment; Moody's Investors Service, January, Report 91233, 1-40, Exhibit 29: Annual aggregate

rating migration rates, 1983-2004, page 35.

2677

Amato, J.D., and Furfine,C.H., 2004.Are credit ratings procyclical?,Journal of Banking and Finance, Vol.28, 2641-

Bangia,A., Diebold,F.X., Kronimus,A., Schagen,Ch., and Schuermann,T., 2002,Ratings migration and the business

cycle, with application to credit portfolio stress testing, Journal of Banking and Finance, \ol.26, 445-474.
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Loffer,G.,2004, An anatomy of rating through the cycle, Journal of Banking and Finance, Vol.28, 695-720.
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Loffler
7.2.3
80
Loffler
1983-2002 KMV EDF
3
7.3
1997-1998
2002-2003 2007-2008

8 | offer,G., 2004,Ratings versus market-based measures of default risk in portfolio governance, Journal of Banking

and Finance,Vol.28, No.11, November, 2715-2746.
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Exhibit 2.1
3
7.3.1
81
82
1993 1997 5000
1997

Opacia
Opacia

Exhibit 7.1 7.17

8 Ferri,G, Liu, L.G, and Stiglitz,J.E., 1999, The procyclical role of rating agencies: evidence from the East Asian
Crisis, Economic Notes by Banca Monte dei Paschi di Siena SpA, Vol.28,No.3, 335-355, page 335.
8 stiglitz,J.E.from 1997-2000, after having been Chairman, Council of Economic Advisers to the US President, 1995-
1997.
®  The Economist, 1999, A stitch in time, Global Finance Survey, January 30,Vol.350, Issue 8104, 8-12, page 8.
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1997 9 3 A

1997 10 1 Baal

1997 10 24

1997 11 27 Baa3

1997 12 21 Bal

1998 11 8 BBB-

1998 5 14 BB+

1999 6 24 BBB-

2000 6 22 Baa3

2003 10 8 BBB
Fitch Ratings 2006 8

Cavanaugh, M., and Daly, K., 2006, 1975

9 1 1-19 3 19 2005
12 14
7.17 1993 12 -2003 10
2005
12 14
1997 /1998
A BBB
84
Exhibit 7.1 7.17

8 Maybe not for Hong Kong where they were forced to react after the fact on the domestic currency front.
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89”

9017

Paul Coughlin

917’

BBB
BBB

230 8

92

89
90
91
92

Irvine,S., 1998, Caught with their pants down?  Euromoney, January, 51-53
Irvine,S., 1998, Caught with their pants down?  Euromoney, January, 51-53
Irvine,S., 1998, Caught with their pants down?  Euromoney, January, 51-53
O'Neill,L.C., President and Chief Rating Officer-Standard & Poor's, 1999, Building the new global framework for
risk analysis, Remarks to Professional bankers association at World Bank headquarters in Washington,D.C., March
26, 1-5.
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7.3.2
2
2001-2002 93
2001 9
2001
2001 20% 2000
6%
94
2001

95

% See Mahoney,C., 2002, The bodn rating process in a changing environment, Special Comment: Moody's Investors

Service,January, Report 73741, 1-4; Laserson,F.,and Mahoney,C., 2002, The bond rating process :a progress report,
Rating Policy: Moody's Investors Service, February, Report 74079, 1-4.; Cantor,R., Fons,J.S., and Mahoney,C.,
2002, Understanding Moody's corporate bond raitngs and rating process, Special Comment: Moody's Investors
Service, May, Report 74892,1-16.
Standard & Poor's, 2005, Corporate Ratings Criteria,1-119, page 34.
Financial economics would say that changes in a price series reflect all available information about the price
generating process up to the point of the latest price change if these changes are uncorrelated, or unpredictable in
any sense, one from the other. They would describe such an information processor as a “Weakly efficeint” one.
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96

75%

0.3-0.6
2001-2002
2001-2002
7.3.3
2005 2006
194 691
RMBS SIvV
97
2006

96

73
78

Rijken
1.25
Altman
1 5
2007 7
2006
Aaa
10 11
220 330
Exhibit 7.2

See Altman, E.I., and Rijken, H.A., 2003, How rating agencies achieve rating stability, December, 1-48. Their

findings rely on a time series of 1772 obligors with a duration of 1-21years, the 1981-1999 sample estimation
period and the 2000-2001 out of sample testing period. It contains 11890 firm-year observations with a known S&P

rating and 1828 firm-year observations with a non-rated S&P status.

" Crouhy, M., and Turnbull,S., 2008. The subprime credit crisis of 07, mimeo, March 5™, 1-42

344









@ Rk HERARAT
ANRONG CREDIT RATING CO_LTD.

100

Ashcraft Schuermann

101
Duffie, Eckner, Horel
Satia
) [---]
CDO
CDO" " CDO
Duffie etal

100 Hence the importance of integrating third party risks and reliability of information directly inside the simulation

rating models(in the estimation of the portfolio loss),rather than ex-post.
Ashcraf,A., and Schuermann,T., 2008, Understanding the securitization of subprime mortgage credit, FRBNY Staff
Reprot, N0.318, March, 1-76.
2 Duffie,D., Eckner,A., Horel,G., and Saita, L., 2008. Frailty correlated default , Stanford Graduate School of
Business, January, 1-56, page 3, forthcoming Journal of Finance.
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7.3.4

Chris Leggey 3 5
2000-2001 KPN KPN
KPN

“ 103”

103 |_egge,Chris, head of European industrial ratings at S&P, quoted in Batchelor,C., 2003, Companies and regulators
go on offensive in the global ratings game, Financial Times, July 5.
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v “ 106”

196 posner,R., 2006, Preventing Surprise Attacks:Intelligence Reform in the Wake of 9/11, Rowman & Littlefield
Publishers, Inc., July, quoted in Greenway, H.D.S., 2006, Maybe no one is to blame,International Herald Tribune,
October 11, page 5.
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160 - -
4500 1Q

8.1

8.1.1

19

1832 Henry Varnum Poor 1849
1916 1941

1841 Robert Dun 1859 John

352



@ Rk HERARAT
ANRONG CREDIT RATING CO_LTD.

Bradstreet 1849 1857 1933
1962 Dun & Bradsteet D&B
2000
John Moody 1909
4
Exhibit 8.1
1909 1943 20 20
20 30
1944-1969
8.1
1832 1849 1841 1849
mercan-tile
(John
1859 Bradstreet
Robert Dun agency)
1909 - 1943 CRA
1909 1916 1930 1933 1941
D B
John
Knowles  Fitch
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2 1944 - 1969
1962
1970 1975 1995 2000

Duff &Phelps Credit

Fimalac SA Rating Co.
NRSRO
4 (2002- )
1970 2001
! 3
3.6 1970
1000 2006 6000
8.1 .70 80 90
2002
8.1 (1970 - 2006)

2007 1920 2006

! See Bodie,Z., Crane, D.B., Froot, K.A., Mason, S.P., Merton,R.C., Perold,A.F., Sirri,E.R., and Tufano,P., 1995. The
Global Financial System: A Functional Perspective, Havard Business School Press, Boston,Massachusetts, 1-291
for one of the first cogent analyses of these dynamics.
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3.26 20 90
2005 i
3
“ IPO
311

The McGraw-Hill Company, 2005, Annual Report,2004, February 25, 1-70, page 38.
See fixed income analyst at Merrill Lynch, Pinto, M., 1998. Can the agencies play catch-up?, Euroweek special
reports-The Euro Supplement, June 1, 84.

3
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2004 10
2005 1 4
Fimalac
5
1926 1997
6 1986-2007 8.1
20.3%
4.1%
Campbell et al. 2001 * 1962-
1997
711
8.2 (1986 — 2007)

Galdi,P., 2004. Upcoming changes in global bond index rules, Merrill Lynch,October 13, 1-8, page 2; Lehman
Brothers, 2005.Lehman Brothers to include Fitch ratings in global family of indices,January 24,1-3, page 1.
> Fimalac SA, 2006, Annual Report, 2005, 1-211, page 9.
®  Campbell, J.Y., Lettau,M., Malkiel,B.G., and Xu, Y., 2001, Have individual stocks become more volatile? An

empirical exploration of idiosyncratic risk,Journal of Finance, February, Vol.56, No.1, 1-43, page 9.
" Campbell, J.Y., Lettau,M., Malkiel,B.G., and Xu, Y., 2001, Have individual stocks become more volatile? An
empirical exploration of idiosyncratic risk,Journal of Finance, February, \ol.56, No.1, 1-43, page 1.
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3.2

3.3

3.29b

1998

8

9

1999 2004 271
1591

8.3

1998

This interest of course supported the demand to take up the offering in the global bond markets. This was needed
for a market to exit, it is not sufficient that there is a supply.
See Solnik,B.H., 1988, International Investment, Addison-Wesley Publishing Company, 1-387 for the first seminal

explanation of these.

359















!@é@i&ﬁ!ﬁ%ﬁﬁ*ﬂﬁ*ﬁﬁha%ﬂ
ANRONG CREDIT RATING CO_LTD.

IRG
2000
8.1
8.1 2000 1

22 88 42 7 80 67 100 100 100
/| 36 69 39 18 70 71 58 100 71
/

13 91 22 1 90 30 44 100 94

22 85 26 5 51 76 22 100 74

27 80 37 8 78 66 49 100 76

NA NA NA 0 24 100 44 55 73
/| 42 88 100 2 19 100 12 62 64
/

0 100 0 0 40 100 8 46 75

20 100 70 0 0 100 5 43 59

NA NA NA 0.38 24 100 35 55 71

1.“NA"
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2.

3. CPA

Estrella, A., 2000,
3 8 1-186 33 34

8.5 1998 - 2005

B CAGR is the Compound Annual Growth Rate of the $ million value

| 2005 2006 9

74%

2006 9

1998-2005
17% 8.5 24%

15

> Reinebach, A., 1998, Inroads overseas help US rating agencies to level the playing field, The Investment Dealers'
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2000 Bankwatch
Fitch Ratings
2002 NetRisk
2004 Algorithmics
Fitch Ratings
Algorithmics
2006 20
1982 1982 1991
2000
McCarthy 1975 1983 1985
Crisanti &
Maffei, Inc. 1991
IBCA 1978 1990 1991 FIMALAC
Limited 1997 Fitch
and its ]
subsidiary, Ratings
IBCA, Inc.
Thomson 1974 1991 1989 Bruyette
BankWatch,
Inc.
2000
Dominion 1976 2003
Bond
Rating
Service
A.M. Best 1906 2005 1905
ﬁ]ocmpa”y' 1947 Flitcraft
Cantor R. and Packer, F., 1994. 1-26 , 2
Sylla, R., 2001. 6 1 1-
29, 8 9 2005 - 4 19 1-74 9
1997 10 17 http://www.moodys.com
2001 2000 3 15 1-50 4 2003 2002
1-58 Fimalac SA 2006 2005 1-211
80
1982
1984
1986 1990
Insurance Solvency International
1992
1994 1995
Barron McGraw-Hill 1995
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20
1984
1985
1990 Agence France d'Evaluation Financiere(ADEF)
ADEF 2
1996 ADEF
Leo O'Neill ADEF
22
1996 2000
CBRS 2 ADEF
CBRS 504
65.1% 24
CBRS Brian Neysmith
25
Neysmith “
DBRS 4
26m 2005 CRISIL
CRISIL 1996 20

21

20

21

22

23

24

25
26

Lazo,S.A., 1996, Just call it McGraw-High-profits, shares, dividend up; stock to split, Barron's, February, 786
words.
Financial Times, 1990, Standard and Poor's acquires 50% stake in debt rating agency, January 26, 121words.
Les Echos, 1996,Standard & Poor's acquires remainder of S&P-ADEF, January 18, 191 words.
CBRS:Canadian Bond Rating Service was created in 1972 and at the time of the acquisition had a portfolio of about
470 Canadian issuers.(To B or not toB)
Barton, A., 2006, Split credti ratings and the prediction of bank rating s in the Basel Il environment, Thesis
submitted for the degree of Doctor of Philosophy, University of Southampton,Faculty of Law, Arts and Social
Science, School of Management,1-205, page 115.
Musero.F., 2000, S&P Acquires CBRS, Private Placement Letter, November 6, 680 words.
Musero.F., 2000, S&P Acquires CBRS, Private Placement Letter, November 6, 680 words.
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McGraw-Hill

Jennifer Ablan “
27
(11 1128
Dun & Bradstreet 2000
180 McGraw-Hill
85%
8.6
31.3%
25%
2008 NRSRO
500000

27

re-rating, Barron's , July 22, 2119words.

28

29

2002 Barron's

McGraw-Hill
2006
29

94%

1998-2005
60% 20%-
1422
McGraw-Hill
Exhibit 8.3
” 2005

Ablan,J.,2002, A triple-A for effort:thanks to its fast-growing financial services business, McGraw-Hill merits a

Ablan,J., 2002, A triple-A for effort:thanks to its fast-growing financial services business, McGraw-Hill merits a
re-rating, Barron's , July 22, 2119words.

Bary, A., 2006,Free S&P, Barron's , January 30, 1562 words.
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8.6
McGraw-Hill
McGraw-Hill 1998 2005
8.7
: 1998 — 2001,
2002 - 2005
: The McGraw-Hill , ,1998-2005
8.3 2007
/ 0/S

>1321 113 000 FI
>154000
> 108000 SF

>1422 77900 Fi
976 000
187600 SF

>1165 83436 Fi
765699
70731 SF

Fitch Ratings
http://www.moodys.com;

6 8

1996

http://www.fitchratings.com;

http://www.standardandpoors.com NRSRO

Thomas Fredeman
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30
81 John Moody(1868-1958) 1900
1909

9

Aaa C 82 1914
1924 100%

Dun & Bradstreet 1962 10 Penn Central
1976 NRSRO
NRSRO SEC* NRSRO
33’1
2000 Dun & Bradstreet Dun & Bradstreet

CEO Clifford L. Alexander Jr

“ Dun & Bradstreet 34
MRMS
2002 KMV 210
KMV MRMS KMV John Rutherford Jr

% public Broadcasting Service,1996, Free Market Sociey, Transcript of interview between David Gergen and Thomas

L.Friedman,February 13.
Moody's Investors Service website:http://www.moodys.com, Shareholder relations
Perhaps not surprisingly, there was great opposition among the rated companies and on Wall Street as well.
According to Moody's John Moomy later noted that “a storm of opposition was raised...not to mention ridicule
from some quarters...but the ratings took hold with dealers and investment houses...Long before 1914 the Railroad
Mannual was a recognized authority and Moody's ratings had become an important factor in the bond trading and
bond selling field.”
Regulatory Comment Letter from Dering,J.M., Executive Vice President-Global Regulatory Affairs &
Compliance,Moody's Investors Service, 2007. Proposed rules regarding oversight of credit rating agencies
registered as Nationally Recognized Statistical Rating Organizations, to Nancy M.Morris, Secretary, Securities and
Exchange Commission,March 12.
¥ Moody's Corporation, 2001, Annual Report 2000, March 2001, 1-50.
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CEO “ KMV
MIS 35n

Moody's Economy.com

7 80% 36
20 80
1985
2000
2000 “
2000
100
1500 ®7
25%
70% ° 2006
20 90
2001 16
2000 6300
6.408 17.32 37%
32% 26% 20%*

35

Economy.com 2005

1987

Raymond McDaniel

373

“ 1997

50%

40 1996
2005

Moody's Corporation,2002, Moody's Corporation completes acquisition of KMV; purchase of pioneer in

guantitative credit tools complements Moody's core credit ratings business, Press release, April 15.

% Moody's Corporation, 2006.Annual Report 2005, 1-94.
37

McDaniel,R., 2003. The role and function of rating agencies: evolving perceptions and the implications for

regulatory oversight. Report based on a speech presented to the Association of French Treasurers (AFTE) on 5
February 2003 in Paris, France by Raymond McDaniel, President-Moody's Investors Service, Special Comment,

February, 1-8.

¥ Moody's Corporation, 2001, Annual Report 2000, March 15, 1-50.
¥ Moody's Corporation, 2002, Annual Report 2001, March 15, 1-47.
0" Moody's Corporation, 2002, Annual Report 2001, March 15, 1-47.

1 Moody's Corporation, 2006, Annual Report 2005, 1-94.
373



@ Rk HERARAT
ANRONG CREDIT RATING CO_LTD.

20 70 80
1982 4 26
9 21 1974
1 2 3
80
70 2
2000
CEO John Rutherfurd Jr “
431’
CDO
44
“ 472005
%2003
JPMorgan “ 1996 o
1998-2005 8.8 ”
8.8
KMV
1998 2005
2000 9 30
Dun & Bradstreet KMV

2 Klein,A., 2004.Smoothing the way for debt markets,Washington Post, November 23.

** Moody's Corporation, 2001, Annual Report 2000, March 15, 1-50.

* Moody's Investors Service website:http://www.moodys.com, Investor Relations, Corporate Profile.

* Apgar, P.E., Arthur,D., and Monaco,L., 2005.Moody's, Equity Research report:Morgan Stanley, April 27, 1-16

" Apgar, P.E., Arthur,D., and Monaco,L., 2005.Moody's, Equity Research report:Morgan Stanley, April 27, 1-16

7 Crockett,B.m Lowe,J., and Searby,F., 2003.Moody's attractive business, but growth hiatus in 2004, North American
Equity Research:JPMorgan, October 14, 1-44.
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Economy.com
16.1% Davis Selected Advisers 6.3% *
KMV
60% 20%-25%
KMV
8.9
26 100
60 1000
30 2006 12000
29000 96000 100
49 8.10
8.9
2002
1998 2005
8.10
( — )

8 Crockett,B.m Lowe,J., and Searby,F., 2003.Moody's attractive business, but growth hiatus in 2004, North American

Equity Research:JPMorgan, October 14, 1-44.
* Reuters website: http://stocks.us.reuters.com/stocks/fullDescription.asp?symbol=MCO, full description on Moody's.
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51
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400

50

1998 2005

8.10

Marc Ladreit de Lacharriere

NRSRO
20
Fimalac SA
Fimalac 1.75
1999
1400 1000

The Economist, 1997. The would-be king of credit ratings, August 16, 765 words.

1 Financial Times, 1997, Credit due, October 20, 217words.

376

John Knowles Fitch

1924
AAA
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Marc Ladreit de Lacharriere
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21
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2000 4 IBCA 5.28
1974 Duff & Phelps
1932 1982 20 90
& Phelps 1999 30 300
50 100000 “ 7
Duff & Phelps 701 65%
> IBCA
de Lacharriere CEO “
IBCA
Duff & Phelps "
2000 IBCA
Thomson Thomson
75 1100
620 61.5% “
5445
2002
CCR 2004 Algorithmics
2003 2004
2006 RR1/ RR6/
CLO CLO

52

Duff

Fimalac

2005

2 PR Newswire, 2000. Fitch IBCA and Duff &Phelps Credit Rating Co. announce merger agreement, March 7,

800words.

% Security Data Corporation, 2007, US Domestic Public Offerings Data Base, Non-convertible,non-short-term

debt.All issuers and issue types.

> Business Publisher, 2000, Thomson sells BankWatch Ratings Service; acquires Argentinian publisher,October 17,

207words.
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2006

Derivative Fitch

33
55
Fimalac 2004
36% 68% Fimalac
2005 Fimalac Facom
2004 10 2005 2
A 56’1
18818 2300
5% 65%
57
Exhibit 8.4
Algorithmics Fimalac SA
Fimalac 80% 20% 2006 Hearst 58
8.4
: FIMALAC http://www.fimalac.com 2006 11

55

Businesswire, 2006,Fitch Ratings launches new rating agency,Derivative Fitch,October 18,
1050 words.

California Public Employees’ Retirement System, 2005. CalPERS Statement of Investment Policy for Credit
Enhancement Program, February 14, 1-11

Merrill Lynch, 2004. Upcoming changes in Global Index Rules, Bond Indices, October, 1-8,
page 3.
% Fimalac SA, 2006, Annual Report 2005, 1-211.
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57

378






@ Rk HERARAT
ANRONG CREDIT RATING CO_LTD.

RA

Sources: Fimalac SA, Annual Reports, 1999 through 2005; Fimalac SA, 2006, Investor Presentation , March 16, 1 — 74.

Fimalac SA, 1999 2005 Fimalac SA, 2006, 3 16 1-74
Dominion DBRS A.M. Best
NRSRO DBRS 1976
30 500
DBRS

EGAN-JONES  Egan-Jones

Sean Egan  “ 6
NRSRO DBRS A.M. Best
Egan-Jones
Egan-Jones 1998 NRSRO 2006
BRSRO 2007 12 Egan-Jones
Egan-Jones “
%2»  Egan NRSRO
NRSRO 6 “Egan-Jones
®4_Egan-Jones SEC

61

Reasom,T., 2003,Good to rate, CFO Magazine,September 1,2003
62

Egan,S., 2005, Testimony to SenateCommittee on Banking, Housing, and Urban Affairs: The Role of Credit Rating

Agencies in the Capital Markets, February 8, 1-12.

Egan, S.J., 2002. Statement of Egan Jones on Credit Rating Agencies, letter submitted to the SEC, November 10,

2002

Egan, S.J., 2002. Statement of Egan Jones on Credit Rating Agencies, letter submitted to the SEC, November 10,
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Arthur Snyder  “ 7on
AM.Best 2006 10

1 4000
7
78’1 13 791’
2008 6 NRSRO AM Best 85 46
3 6129 2696 54
A.M.Best
23
13
IRG 2006 2
IRG GCR
PCR 6 5
JCR-VIS JCR-VIS IRG
GCR Dave King
80

8.2

75
76

7

78

79
80

Wiggins,J., 2002, A chance to step into the light, Financial Times, December 9, 2002.
A.M.Best, 2005. A.M.Best Granted NRSRO Status by the US Securities and Exchange Commission, Company
press release, March 3,2005.
A.M.Best, 2006,A.M.Best introduces interactive rating services on US Banks and Bank Holding Companies',
press release, October 2, 2006
A.M.Best, 2007. website, www.ambest.com/about/
A.M.Best, 2007. website, www.ambest.com/about/history.html
IRG, 2006, “Regional Rating Agencies Announce Formation of International Rating Group”, IRG press release,
February 22, 2006
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Baal Baal
Baal

81

8 McDaniel,R.W., President of Moody's Investors Service, 2005. Examining the role of credit rating agencies in the

capital markets, Testimony before the US Senate Committee on Banking ,Housing, and Urban Affairs, February 8,
1-14, page 11.
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1975 SEC
SEC NRSRO
82
NRSRO NRSRO
SEC  NRSRO
NRSRO
1975 NRSRO
NRSRO NRSRO
NRSRO 2003 2 3 NRSRO 2003 2

DBRS NRSRO 4 2005 3 5
A.M.Best NRSRO

SEC NRSRO “

83 } )
“ ” NRSRO
«“ ” NRSRO
84
% SEC
NRSRO 8
2006 NRSRO
NRSRO 1975 NRSRO
NRSRO
2006 9 NRSRO

82

operation of the securities market, January, 1-45, page 5.
83

File No. S7-23-94, 1-12
84

Summer-Fall, 1-26, page 8.
85

US Securities and Exchange Commission, 2003.Report on the role and function of credit rating agencies in the
US Securities and Exchange Commission, 1994,Nationally Recognized Statistical Rating Organizations, Augusrt 31,
Cantor,R., and Packer,F., 1994.The credit rating industry, Quarterly Review:Federal Reserve Bank of New York,

Basel Committee on Banking Supervision, 1999. A new capital adequacy framework: a consultative paper, Bank for

International Settlements ,Basel, June, 1-62, proposes as criteria for recognition as an eligible external credit
assessment institution:objectivity, independence, transparency, credibility, international access and resources and

the possession of a track record, pages 29-35.
86

Nazareth,A.L., Director, Division of Market Regulation-U.S. Securities and Exchange Commission ,2003, Rating

the rating agencies:the state of transparency and competition, Testimony before the House Subcommittee on Capital
Markets, Insurance, and Government Sponsored Enterprise,Committee on Financial Services, April 2, 1-8
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87

DBRS-

DBRS
DBRS 100
DBRS 88

89

20 70

8 The standard reference for the regulatory license view of credit ratings is Partnoy,F., 1999. The Siskel and Ebert of

financial markets Two thumbs down for the credit rating agencies,Washington University Law Quarterly,

\Vol.77.N0.3,619-715
8 Schroeder W.J., CFA President-Dominion Bond Rating Service, 2001. DBRS Response to the January 2001 Basel
Committee on banking supervision draft, May 28, 1-5.
Unsolicited ratings are also discussed in section 4.2.1. on the rating action. Agencies also refer to unsolicited ratings
as public information ratings, because it is often the case. However, it happens that some unsolicited ratings contain
private information and some public information ratings are actually solicited.
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8.2.2
3
NRSRO
1970
1970 Penn Central
8200 20 60
Penn
1987 80% %

% Ederington, L.H., Roberts, B.E., and Yawitz,J.B., 1987, The informational content of bond ratings, Journal of

388



@ Rk HERARAT
ANRONG CREDIT RATING CO_LTD.

Financial Research, Fall.\ol.10, No.3, 211-226, page 12.
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43 500 23750
372000 189 000
25300 0
2000 - 1 1-3
2007 1 1-2
2001-2007
2004 Association of finance professionals 52%
11% 19%
25%92 93

Association of Corporate Treasurers

S-7

9 AFP 5000 14000
% Kaitz,J.A., President and Chief Executive Officer-the Association of Finance Professionals ,2005, Testimony before
the Committee on Banking, Housing, and Urban Affairs, United States Senate, February 8, 1-24,page 3.
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SPV

“ CDO

945,

% The citation refers to the expected loss versus the probability of default approach, but the principle can be extended

to other methodological differences and mis-understandings by the market. Pereytatkin, V., Perraudin,W., 2003,
Expected loss and probability of default approaches to rating collateralised debt obligations and the scope for
“rating shopping”,Credit Ratings, methodologies, rationale and default risk, ed.M.K.Ong, Risk Books, 495-506,
page 496.
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8.2.3
DBRS
DBRS -
DBRS
covered bonds 8.1 %
8.1
Hypo WestLB

% Dominion Bond Rating Service, 2006, DBRS New European Banking Weekly, October 5, Issue 1. DBRS was
forced to close its offices in Europe early 2008, as a result of the subprime crisis, but the rating of European
financial institutions still remains.
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2000 9 20
Fimalac McGraw-Hill
2000-2004 45% ROA
Asset 25% EPS -Earnings per share 8.13
15 180
IPO 4 2007 “
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8.14
2007 10 Fimalac McGeaw-Hill
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20%
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8.13 2000 - 2007

Thomson Datastream.

8.14 FIMALAC McGraw-Hill 2000 - 2007

Thomson Datastream.

8.3.2

96

2002 SEC

96

Cantor,R., and Packer, F., 1994, The credit rating industry, Quarterly Review:Federal Reserve Bank of New York,

Summer-Fall, 1-26, page 4.
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97

98

99

1997-2002 2000

100

101s

7.3

" Fees from any single issuer typically comprise a very small percentage-less than 1%-of a rating agency's total
revenue.

% US Securities and Exchange Commission, 2003, Report on the role and function of credit rating agencies in the
operation of the securities market, Jannuary, 1-45, page 23.

% Caouette,J.B., Altman, E.I., and Narayanan,P., 1998, Managing Credit Risk: The Next Great Financial Challenge,
John Wiley &Sons,Inc., New York, 1-452, page 70.

100 covitz,D., Harrison,P., 2003. Testing conflicts of interest at bond rating agencies with market anticipation:evidence
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102

4.1

2006 11 20 Pernod Ricard
SA BBB- IDR

103 Ricard

192" Include citations from Partnoy,F., 1999, The Siskel and Ebert of financial markets?: Two thumbs down for the credit
rating agencies,Washington University Law Quarterly, \ol.77,No.3, 619-715.
13 Fitch Ratings, 2008, Fitch rates Pernod Richard IDR”BBB™; stable outlook, Press release, November 20, 1-2.
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SEC 104
1996 105
Llpiil
2001 2001 FIR
FIR
FIR
106
1998-2000 15 265
8.4

107 mean rankings

104

105

106
107

As a matter of policy, in the U.S., we assign and publish rating for all public corporate debt issues over $100

million-with or without a request from the issuer. Public transactions are defined as those registered with the SEC,

those with future registration rights, and other 144A deals that have broad distribution, Standard and Poor's, 2005,

Corporate Ratings Criteria, 1-119, page 15.

Standard &Poor's, 1996, Behind the ratings:substantially broader ratings coverage for banks, Research, November

27,1-2, page 1.

Reinebach,A., 1998b, Stude shows third rating shrinks spreads, The Investment Dealers' Digest,\Vol.64, page 8.

Poon,W.P.H., 2003, Are unsolicited credit ratings biased downward?, Journal of Banking and Finance,April, Vol.27,

Issue 4, 593-614. The null hypothesis that solicited and unsolicited ratings have identical mean rankings is rejected
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Hannover Re

108
Hannover
2003 Hannover “
K Hannover
1.75
Egan-Jones Sean Egan 2005 2
Raymond McDaniel
Hannover Re 109

8.4 2001
1998 2000 15 595
272 349
323 255
193 163

at the 1% level for all three panels in Table 8.4.
108 Klein,A., 2004, Credit raters' power leads to some abuses, some borrowers say, The Washington Post, November 24,
page AO1.
199 United States Senate Committee on Banking ,Housing and Urban Affairs, 2005, Examining the role of credit rating
agencies in the capital markets:Open session hearing, February 8.
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107 128
79 225
216 120
32
32 41.2
32 23.8
32
Mann-Whitney U
ICOV ROA DTC
SDTD
ICOV1 ROA1 DTC0.1SDTD 0.1
6 AA =6 A=5 BBB=4 BB=3 B=2
CCC =1
Poon, W.P.H., 2003, 4
27 4 593 - 614 606 — 607

Caouette et al 1998

110

110" Caoutte,J.B., Altman,E.I., and Narayanan,P.,1998, Managing Credit Risk: The Next Great Financial Challenge,John

Wiley & Sons,Inc., New York,1-452, page 70.
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111 (13 7
RMBS 112 RMBS CDO
RMBS 80% RMBS
RMBS “
” RMBS
X Y CDO
8.3.3

distant substitutes

15

111 Us Securities and Exchange Commission, 2003, Report on the role and function of credit rating agencies in the
operation of the securities market, January, 1-45, page 24.

12 stroker,N., Group Managing Director-Fitch Ratings, 2005, Legislative Solutions for the Credit Rating Agency
Duopoly Relief Act of 2005, Statement to the House Subcommittee on Capital Markets,Insurance and Government
Sponsored Enterprise, June 29, 1-24, page 4.For instance, according to comments submitted Fitch, Moody's refuses
to rate a given structured finance transaction if the less than 80% of the underlying pool of assets is rated by

Moody's also.
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113

8.3.4

8.4

8.14

114

1998
115 1991-1995
235

Baa2/BBB

13 Cantor,R., and Mann,C., 2006, Analyzing the tradeoff between ratings accuracy and stability,Special Comment:
Moody's Investors Service, September, Report 99100, 1-8.
14 Reinebach,A., 1998b, Study shows third rating shrinks, The Investment Dealers' Digest, Vol.64, page 8.
115 Reinebach,A., 1998b, Study shows third rating shrinks, The Investment Dealers' Digest, Vol.64, page 8.
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23 116
B2/B 86

Baa2 98 1

16 How significant might that be to a CFO?Consider a corporation issuing a US$ 250mn bond.A 23 basis point
savings would amount to approximately US$ 600000 per year. Perhaps almost enough to pay the CFO's annual pre-

bonus salary.
Y7 This would save our CFO approximately US$2500000 per year, significantly more than he would have to pay Fitch

and his investment bankers to obtain the rating.
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2008 7 1 SEC

NRSRO

NRSRO NRSRO
NRSRO
Exhibit 9.2
9.1 (1931 - 2000)

1931 BBB | 2

1936 « | BBB

1951 NA

1975 BBB | 2
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1997-1998

1999 6 “

ECA
IRB
EDF LGD
I 12 Exhibit 9.3
I

CRD 1314

9.1.2

SEC 1933

SEC 1940 1992

ECAI CRAs
2004
Exhibit 2.4
/
NRSRO
S-3
public float test
3a-7 ABS

Basel

12 The new accord calls this “the standardized approach to credit risk,”see Basel Committee on Banking Supervision,

International Settlements,Basel, June, 1-347, page 19.
13 European Parliament and Council, 2006, Directive 2006/48/EC of June 14, 2006 relating to the taking up and

pursuit of the business of credit institutions(recast),Official Journal of the European Union,June 30, 1-200, page
L177, Title V, Chapter 2:Technical instrumets of prudential supervision.
14 Basel Committee on Banking Supervision, 2006, International Convergence of Capital Measurement and Capital
Standards: A Revised Framework,Bank for International Settlements,Basel, June, 1-347.
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NRSRO 4
4 ”
9.3 2004 6
1
1 2 3 4 5 6 7 8
AAA 1 20% 0% 20% 20% 20% 20%
AA+ 2 20% 0% 20% 20% 20% 20%
AA 3 20% 0% 20% 20% 20% 20%
AA- 4 20% 0% 20% 20% 20% 20%
A+ 5 50% 20% 50% 50% 20% 50%
A 6 50% 20% 50% 50% 20% 50%
A - 7 50% 20% 50% 50% 20%
BBB+ 8 100% 50% 100% 50% 20% 100%
BBB 100% 50% 100% 50% 20% 100%
BBB- 10 100% 50% 100% 50% 20% 100%
BB+ 11 100% 100% 100% 100% 50% 350%
BB 12 100% 100% 100% 100% 50% 350%
BB- 13 100% 100% 100% 100% 50% 350%
B+ 14 150% 100% 100% 100% 50%
B 15 150% 100% 100% 100% 50%
B - 16 150% 100% 100% 100%
CCC+ 17 150% 150% 150% 150% 150%
CCC 18 150% 150% 150% 150% 150%
CCC- 19 150% 150% 150% 150% 150%
CcC 20 150% 150% 150% 150% 150%
C 21 150% 150% 150% 150% 150%
100% 100% 100% 50% 20%
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9
A P
A 2/P
A 3/P
2004
6 1-251 15-19 120
“ ” 15
NRSRO

Autorite des Marche Financiers-AMF

1988 Commission des
Operations de Bourse-
2003 11
RBI
CRISIL P-2
SPV SEBI* 6
SPV

SPV

15 See Section 3(a)41 of the securities Exchange Act of 1934 introduced as part of the Secondary Mortgage Market
Enhancement Act of 1984 revised through September 30, 2004, 1-259.
16 The Securities and Exchange Board of India, which is the regulatory authority for the Indian

securities market.
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17
SEC 1975 NRSRO
“ ” NRSRO
NRSRO “
” NRSROs NRSRO
2-3
20 70 Duff &Phelps IBCA IBCA
Thomson BankWatch 70 80
NRSROs 18
NRSRO “ NRSRO 19~
20 NRSRO
NRSRO

17 Estrella,A., 2000. Credit Ratings and complementary sources of credit quality information, Basel Committee on
Banking Supervision, Working Papers No.3:Bank for International Settlements ,Basel, August, 1-186, page 3.These
finds apply to the study sample of G12 countries plus a few additional ones including Austria,Malaysia,
Portugal,and Spain.

18 US Securities and Exchange Commission, 2003, Report on the role and function of credit rating agencies in the
operation of the securities market, January, 1-45, page 38.

19 McDaniel, R.W., President-Moody's Investors Service,2005, Examining the role of credit rating agencies in the
capital markets, Testimony before the US Senate Committee on Banking ,Housing and Urban Affairs, February 8, 1-
14, page 13.

20 US Securities and Exchange Commission, 2003,Report on the role and function of credit rating agencies in the
operation of the securities market, January, 1-45, page 38.
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SEC
NRSRO SEC SEC

NRSROs
NRSROs

22

23 I0SCO

21 Technical Committee of International Organization of Securities Commission (I0SCQ), 2003. Report on the
activities of credit rating agencies, September, OCIV-IOSCO PD 153,1-20, page 6.
22 This is the case among some US investors but was less the feeling among European investors.
23 Katiforis,G., 2004. Report on role and methods of rating agencies, European Parliament, January 29, Session
document A5-0040/2004, 1-11, recital 12, page 7.
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9.2.2

ISOCO
ISOCO

I0SCO

A wN

2003

SEC

2003 9

2004

21
2004

10

45
12

24 Statement of the Technical Committee of IOSCO, 2003, IOSCO Statement of Principles Regarding The Activities

9

2004  10SCO

100

Roel C. Campos

of Credti Ratings Agencies, September 25, 1-4.

25 Technical Committee of International Organization of Securities Commission (I0SCQ), 2004. Code of Conduct

fundamentals for credit rating agencies, Consultation report, October, OICV-10SCO PD 173, 1-13.
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2
3
4
52
I0SCO
I0SCO
I0SCO 2003 9
2007 4
I0SCO
9.2.3 2005
2005 12 26
10SCO
1999 FSAP 27 2003

26 Commission of the European Communities, 2005. Communication from the commission on credit rating agencies,
December 23, 2005/11990,1-9 (as published in the Official Journal of the European Union, 2006/C59/02,March 11,
2006, 1-5)

27 The European Commission, 1999,Financial Services:Implementing the framework for financial markets:Action
plan, Communication of the Commission,May 5,COM(1999)232,11.05.99, 1-32.The FSAP was designed to open
up a single market for financial services in the EU. Begun in 1999, it comprises 42 measures designed to harmonize
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SEC
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34 On August 2, 2006.
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35

ECAI

ECAI
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SEC

SEC

35 Keogh,M., Managing Director, Policy-Dominion Bond Rating Service, 2005. Response to CEBS consultation
paper on the recognition of external credit assessment institutions, September 27, 1-8,page 6.
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SEC 2007 6 NRSRO

36  The Committee of European Securities Regulators (CESR), 2005. Dialogue with rating agencies to review how
the IOSCO Code is being implemented, December 13, Reference 05-751, 1-7.
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P470 Exhibit 10.1 Principles for the activities of credit rating agencies (2004)

10.1 2004
1.
2.
3.
4.
Exhibit 10.2
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1 Sender,H., 2008.MS and Goldman change approach to lending,Financial Times, August 17",
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2 The source is an unidentified capital markets practitioner.
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P3 Exhibit 1.1 S&P Research Update: General Motors Corp. Corporate Credit Rating cut to

‘B’; Off Credit Watch; Outlook Negative (December 12, 2005)
1.1 ‘ E* o3 H " [ BE + " H ’ Y

© 2005 12”7

Credit Rating: B/Negative/B-3

H " B/ /B-3

P10 Figurel.l 1.1 Abnormal stock returns to legitimate insider trades around 3 015 624
stock trades by insiders during 1/1975-12/2005,relative to equally weighted index.

p . ’ — p . 61975 1 2005 12 b ¥

3015624 T G v A

Event day relative to insider tradingday b p HuB

Cumulative daily average abnormal returns
Insider Sales p . Insider Purchases p . ¥

Source: Seyhun,H.N.,1986,Insider’ profits,costs of trading,and market efficiency,Journal of Financial

Economics,June,\ol.16,No.2,189-212,page197,Figl(updated).

* Seyhun,H.N., 1986, & p . #a’ T Y6 e
YTt 16 2 T 1892127 197 T T “A
P12 12 4 H n Vg
O : 2002 il 1999—2000 ‘ Ne T, "3+ T
T T
1634 1200 36%
{ 420524 431690 -3%
4999230 2779760 80%
@ 103 81 28%
n 5421221 3212731 69%
" Lyman, P. and Varian, H.R., & H | 1 2003. - ' and Mauboussin, M.J., 2006,
e A ' T o3 F 7 1-268A
P25 2.1 Moody’s cumulative 5-year issuer weighted default rates, all corporate

bonds(1970-2002).

5 0 v v o3 v }~ 1970-2002 -~
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Cohort Year of Issuance A 0
Cumulative Default Rate after 5 years (%) 5 "%
Source: Cantor,R., Hamilton, D.T.,Ou,S., and Kim, F., 2007. Corporate default and recovery ratings,
1920-2006, Special Comment: Moody's Investors Service, June, Report 102071, 1-48, Page 28.

" Cantor,R., Hamilton, D.T.,0u,S., and Kim, F.,2007 A& 1920-2006 o 3 1

T # ' F'E ~ 6 ~ 102071° T 148 28 A
P26 21 kM Fi ' (1998-2002 )
0 . v H Ir "
M v b S M -
"M . 3 6 12 24
W
o ~ o
2001 82.27 | 28.60 | 58.74 Caal B2 B1 B1
p FE 2002 29.01 | 1275 | 25.31 A3 A3 A3 A3
b 2 1998 3232 | 52.75 | 15.27 Ba2 BA2 Ba2 n/a
E 2001 10.14 | 15.86 8.53 Baal Baal Baal Baa2
NTL Incorporated 2002 11.23 | 34.35 7.37 Caa2 B3 B2 B3
Asia Pulp & Paper Company 2001 1.27 14.05 6.25 Bl Bl B1 B2
Ltd
United Pan-Europe 2002 6.51 19.05 5.27 Caa3 Caal B2 B2
Communications NV
Conseco Inc 2002 5.09 10.94 454 B2 B2 Bl Bl
Global Crossing Holdings Ltd 2002 4.81 5.67 4.54 B2 Ba2 Ba2 Ba2
Adelphia Communications 2002 10.52 | 57.12 451 B2 B2 B2 B1
Corporation

P32 Figure 2.2 What happens in financial distress? Evidence on the outcomes of financial
distress based on the data from five empirical studies on US samples of corporate(1973-1987)
22 F v " G 5 03" 1973-1987"
¥ F A
Firms with three-year stock-price performance in bottom 5% of New York and American Stock

Exchange firms Gilson(1989,1990),Gilson, John and Lang(1990) Sample period: 1978-1987,N=381

Fo 3t Gilsori 1989 1990”2 Gilson, John and Lang 1990° 'E* 2
E 5% ” ' 1978-1987 ~ N=381
YT sch S yvE A
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49% no default, no debt restructuring
a VF 49%
51% default or restructure debt

VE w51
47% resolve default and/or restructure debt through private workout
/ VF u 47

= - €

53% file Chapter 11
[ T oT 11 539 ~ b ~
Firms filing Chapter 11 Weiss (1990) Sample period: 1980-1986,N=37
[ T T 11 ~ =7 Weis§ 1990 * 1980-1986 - N=37
Firms filing Chapter11l Morse and Shaw (1988) Sample period:1973-1982,N=162
[ T »T 11 ~ =::~ Morse Shaw 1988~ * 1973-1982,N=162
95% emerge under reorganization plans
% W 95%
15% liquidate under Chapter7
7 15%
60% emerge under reorganization plans
750 W 60,
7% merge with other companies
it E w 7%
5% liquidate under Chapter7
7 5%
17% N/A
H © o 17%
The trees trace the frequency distribution of outcomes for firms in financial distress. The first box in
each tree presents the author of the studies and summaries their sample period, size, and selection criteria.
Fu ~ F N o3 F Ne ~ W W @
¥ b Bl a %o\
The original sources are: Gilson, S., 1989, Management turnover and financial distress, Journal of

Financial Economics, Vol. 25, 241 — 262; Gilson, S., 1990, Bankruptcy, boards, banks and block holders,
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Journal of Financial Economics, Vol. 27; Gilson, S., John, K., and Lang, L., 1990, Troubled debt
restructurings, Journal of Financial Economics, Vol. 27; Morse, D. and Shaw, W., 1988, Investing in
bankrupt firms, Journal of Finance , Vol. 43, 1193 — 1206; Weiss, L., 1990. Priority of claims and ex-post

re-contracting in bankruptcy, Journal of Financial Economics, Vol. 27.

| " Gilson, S.,1989,8 N F I e~ 25 ~ 241-262
Gilson, S.,19900 “ a Hwa K~ e~ 27 ' Gilson, S, John, K.,  Lang,
L.,1990é ~ Uk I e~ 27 ' Morse, D. Shaw, W, 1988 &

TET T e” 43 7 1193-1206 Weiss,L., 19906 & n& I
e” 27 A

P34 Figure 2.3A Standard securitization structure
23A % |
Portfolio of Debts ¥ F

Purchase of Portfolio up to transaction Maturity [

<

Payment of Coupons and Principal at maturity G | 0
SPV # r
Bankruptcy remote Specific jurisdiction

The risk is “tranched”, investors being compensated consistently with the level of risk they are bearing

(N 1 é bi T W
ClassA A
ClassB B
ClassC C
ClassD D

The SPV is a dedicated, bankruptcy-remote vehicle. It purchases assets from the originator via a True
Sale
SPV Weaf a . A 0 . ¥ y “A
All flows generated by assets are used to repay what is owed under the securitization assurance
w G & " e
The risk bears on the credit quality of these flows, rather than on that of the originator
i " H T b )

Source: Marjolin, B, 2007,Securitization-ESSEC Presentation, Moody’s Investors Service, March
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16,page4.
' Marjolin,B,20076 | ——ESSEC: I FE* "3 16 ° 4
Figure 2.3B Standard securitization structure 23B % |
rating agencies
evaluate credit risk and deal structure, assess third parties, interact with investors and issue ratings.

o
= -

TH ’ R B S U H €

32>
35

Asset manager

trades assets

Financial Guarantor (monolines) F G, "1 W

Arranger(investment bank/ asset manager arranging mandate; in coordinate investment bank/asset

manager placing mandate to investor) L /I~ E KF' A /

ao ‘E’;‘\ ~
Originator (bank or finance companies; if demand is investor driver then originator is often the

arranger, the investment bank or asset manager)

o . " FE SRR VR . A
w £ -

placing the tranches with investor b Ne O

Assets

Liabilities \Y

collects and makes payments i o
Service F
Trustee T

monitors compliance

Senior

Mezzanine

Junior A

Source: Committee on the Global Financial System,2005, The Role of Ratings in Structure Finance:
Issues and Implications, Bank for International Settlements, January,1-63,page6.

‘N ‘ w" 2005 @ T * b N
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P36 Figure 2.4 Historical default rates and recession periods in the US High Yield Bond
Market(1971-2007Q2)
2.4 2 ~ 1971-2007 2~
Default rate %"~ %
Source: Altman ,E. and Karlin,B.J.,2007,Defaults and returns on high yield bonds and distressed debt:
first half 2007 Review, Special Report,NYU Salomon Center,1-25,Page 5.
* Altman, E. and Karlin, B.J.,20078 VETOUE © 2007 :: A
™z v T “125 5 A
Period of Recession:11/73-3/75,1/80-7/80,7/81-11/82,7/90-3/91,4/01-12/01.
‘' 11/73-3/75,1/80-7/80,7/81-11/82,7/90-3/91,4/01-12/01A
P37  Figure 2.5 Default rates(%)by industry: Average and Standard Deviation(1981-2006)

Includes investment-grade and speculative-grade rated entities.

>

25 3 "% %o ~ 1981-2006 ° r
Leisure Time/ Media w !
Consumer/ Service Sector [ F
Telecommunications H
Aerospace/ Automotive/ Capital Goods/Metal / / /
Energy and Natural Resources
Transportation
Forest and Building Products/ Homebuilders 3 op
High Technology/ Computers/ Office Equipment / WE
Health Care/ Chemicals G & /
Real Estate
Insurance G
Financial Institutions
utility' E  Hu3
Average default rate
Standard deviation = %0Z
Source: Vazza,D.,Aurora,D.,and Erturk,E.,2007,Annual2006 global corporate default study and rating

transactions, Research: Standard&Poor’s, February5,1-39,pages11-12.
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Vazza,D.,Aurora,D.,and Erturk,E.,2007, & 2006 n o3 b
" % 2 5 139 1112 A
P38 21 3 © 1981-2006 ~
M 3 Ga G w H E
/ / / / “"
/ F * / H
/ w r 3
E
/
1981 0 0 0 0 0 0 0 0 0 0 0 |206]| O
1982 | 128 | 1.64 | 08 | 1.03 | 27 0 145 | 323 | 208 | © 0 |204| 04
1983 | 091 | 124 | 25 0 0 0 0 513 | 0 0 0 1 0
1984 0 041 | 543 0 1.41 0 2.9 0 0 0 0 (29| 0
1985 | 1.25 | 155 | 48 0 0 2.11 0 164 | 247 | O 0 0 0
1986 | 423 | 034 | 10 0 1.27 | 187 | 3.45 0 [094]| O 0 |08 | 0
1987 | 1.81 | 1.31 | 4.46 0 11 | 0.82 0 0 072 0 139 | 0 |037
1988 | 113 | 1.9 | 194 | 1.99 | 1.02 | 3.13 0 0 [323] 0 128 | 0 |072
1989 | 2.33 | 1.25 0 2.45 0 0 1 0.66 | 7.33 | 9.38 0 |169| O
1990 | 1.99 | 4.81 0 1.42 | 8.08 0 455 0 |98 | 8 26 | 36| 0
1991 | 3.06 | 6.34 | 297 | 188 | 814 | 1.74 | 27 | 158 | 6.9 | 556 0 6 | 103
1992 | 173 | 2.81 | 093 | 1.81 | 133 0 423 | 0.78 | 1.85 | 5.56 0 0 |098
1993 | 168 | 1.01 | 165 | 0.24 0 0 253 | 033|082 | 0 0 0 0
1994 | 04 | 123 | 0.76 0 097 | 06 | 114 | 03 | 284 | © 0 16 | 0
1995 0 372 | 068 | 051 | 254 | 1.09 | 1.03 | 027 | 172 | © 0 |23 0
1996 | 0.99 | 1.87 | 061 0 0 0 0 0 [ 195 | 0O 095 | 0 0
1997 | 0.89 | 2.43 0 0.28 0 047 | 09 | 022 | 044 | O 165 [ 071 | O
1998 | 1.03 | 3.3 | 141 | 1.22 | 116 | 2.07 0 0 |283|078| 118 |185| O
1999 | 3.85 | 3.13 5 025 | 156 | 3.09 | 1.2 | 068 | 511 | O 1.88 | 486 | 0.2
2000 | 3.86 | 529 | 0.88 | 0.12 | 361 | 43 | 414 | 148 | 403 | © 3 | 447|038
2001 | 9.56 6 173 | 143 | 432 | 418 | 471 | 034 | 491 | © 12.4 | 3.37 | 052
2002 | 543 | 294 | 332 | 074 | 492 | 18 | 175 | 05 | 581 | 058 | 18.72 | 4.86 | 4.16
2003 | 355 | 3.06 | 118 | 03 | 112 | 247 | 221 | 05 [ 099 | O |10.88 | 234 | 151
2004 | 228 | 159 | 0.78 | 0.09 | 1.6 | 0.32 0 049 | 094 | © 1.63 | 0.97 | 0.17
2005 | 153 | 1.02 | 0.36 | 0.09 | 0.49 | 0.86 0 0 |[062] 0 0.49 | 2.25 | 0.32
2006 | 1.31 | 0.68 0 0 141 | 028 | 05 | 028 | 089 | © 045 | 089 | O
' %o n T %o CreditPro; and Vazza,D.,and Erurk,.E.,2007, & 2006
n o3 b a | ‘' % T 2 5 Y 11-12 ~ 1-39A
P41 2.2 no i (1982-2006°)

* based on 30-day post-default market prices’

30
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rates,1920-2006,Special Comments:Moody’s Investors Service,June,Report 102071,1-48,pages 18,20.

' Cantor,R., Hamilton,D.T.,0u,S., and Varma,P.2006, & 0 3 ¥ }0 1

1920-20051°  # ' FE® © ' 96546 13 1-51' Cantor,R.,
Hamilton,D.T.,Kim,F..and Ou,S.,2007, @ 0 3 ¥ |0 . i 1920-20061 , # ‘
FE © ' 102071 1-48 18220 A
P43 23 n 0 . w ~ 1983-2006"
M n o3 0 . v
1983 0.96% 44.81%
1984 0.92% 46.25%
1985 1.00% 44.19%
1986 1.89% 47.87%
1987 1.5% 52.94%
1988 1.36% 38.48%
1989 2.34% 32.33%
1990 3.58% 26.06%
1991 3.23% 35.06%
1992 1.31% 44.19%
1993 0.94% 46.03%
1994 0.56% 44.13%
1995 1.03% 44.54%
1996 0.51% 41.53%
1997 0.65% 51.07%
1998 1.23% 38.67%
1999 2.16% 35.89%
2000 2.36% 25.50%
2001 3.80% 23.81%
2002 2.97% 31.22%
2003 1.73% 41.55%
2004 0.79% 59.85%
2005 0.60% 55.92%
2006 0.54% 57.97%

' Cantor, R., Hamilton, D.T., Ou, S.,  Varma, P, 2006, 'E~ ¥ }0

1920-20051°  # ' FE* 3 ~ © 96546 1-51° 13 ' Cantor, R,
Hamilton, D.T.,Ou, S.,  Varma, P., 2007 & E~ 1920-20061° % '
FE " 6 © 102071 1-48 18 20 A
P45 2.2 0 H h ' %o ~ 2004~
h # %o
#
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P46 2.7 Quality distribution of issuer ratings for seven major rating agencies (1999-2004).
$#ah 0 . No (1999-2004).

Source: Barton,A.,2006,Split credit ratings and the prediction of bank ratings in the Basel 11
environment. Thesis submitted for the degree of Doctor of Philosophy, University of Southampton, Faculty

of Law, Arts and Social Sciences, School of Management,1-205,page 119.

" Barton,A.,2006 & Nl v H # TA v
\ ’ - - W il 119~ 1-205A
P47 i Ju H Ne " ~
Ny
Y
-1 ~ -3 Altman | KMV 77
~ -
E 6
AAA AAA Aaa 1 1 16 0.02
AA+ AA+ Aal 2 6 16 0.05
AA AA Aa2 3 100 15 0.08
AA- AA- Aa3 4 112 14 0.13
A+ A+ Al 5 113 13 0.32
A A A2 6 216 12 0.42
A- A- A3 7 240 11 0.54
BBB+ BBB+ Baal 8 242 10 0.70
BBB BBB Baa2 9 325 9 0.90
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Griep,C.M.,2002 & = I~ %o 3 11  1-6A
P51 2.4 372 v L7 20047
#
S&P Fitch Moody's
A-l+ Fl+ F i z
A-1 F1 P-1 nc + v z
A-2 F2 P-2 / F i L z
A-3 F3 P-3 r i i 0
B(B-1,B-2,B-3) B SGL-1, /' n A + i 0
SGL-2, z VA -
SGL-3, () i, A
C C SGL-4 A 7 A F
zuW G a z A
SD/D RD/D 0
N F'ET © 2007 ~ - y - 2 %o v
2004 & Hb 18 ~ 112" 3 ¥ 2007 “é g
' 3 © 1-3A
P52 25 i
s
AAA Fl+
AA+ F1+
AA F1+
AA- F1+
A+ F1+orF1
A F1
A- FlorF2
BBB+ F2
BBB F2or F3
BBB-
BB+ B
BB B
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P57 2.6 a 0 # "~ 1976-2006"
A a 0 #

1AAA | 2AA+ | 3AA | 4AA- | 5A+ | 6A | 7A- | 8BBB+ | 9BBB | 10BBB-

1Aaa 749 34 9 15 3 8 3 2
2Aal 292 473 | 203 | 148 |7 1
3Aa2 34 100 [697 |73 |155 |8 2
4Aa3 23 18 1639 | 2340 | 724 |43 |44 5 1
5A1 27 16 87 1098 | 1090 | 317 |49 7
6A2 6 1 49 111 | 1794 | 1188 | 403 | 32
7A3 1 12 126 | 236 | 717 | 422 |115 11 13
8Baal |6 1 1 14 115 | 418 | 346 161 13
9Baa2 |2 1 6 3 41 |71 347 238 |50
10Baa3 |1 1 2 1 16 | 117 |82 151 | 204
11Bal 1 67 17 17 63
12Ba2 |3 2 1 10 21
13Ba3 3 1 6
14B1 4
15B2 1
16B3
17Caal
18Caa?2
Multiple | 1143 | 646 2699 | 4577 | 4028 | 2453 | 1599 | 960 593 | 378
Split 394 173 2002 | 2237 | 2938 | 1265 | 1177 | 614 355 174
Split% | 345 |268 |742 |489 |729 |516 |73.6 |64.0 59.9 | 46.0

A a 0 #
11BB+ | 12BB | 13BB- | 14B+ | 15B | 16B- | 18CCC | Multiple | Split | Split %

1Aaa 1 824 75 9.1
2Aal 1125 652 | 58.0
3Aa2 1 1728 1031 | 59.7
4Aa3 1 5 2 4847 2507 |51.7
5A1 2692 1602 |59.5
6A2 2 1 3586 2398 | 66.9
7A3 1654 1232 | 745
8Baal |10 2 2 1087 741 | 68.2
9Baa2 |6 5 2 772 534 | 69.2
10Baa3 | 16 7 600 396 | 66.0
11Bal | 47 33 245 198 | 808
12Ba2 | 18 35 8 99 64 64.6
13Ba3 | 63 26 17 118 101 | 85.6
14B1 3 19 18 16 13 |2 81 65 80.2
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15B2 2 2 7 10 4 27 23 85.2
16B3 11 5 18 16 88.9
17Caal 1 1 1 5 4 80.0
18Caa2 0 0
Multiple | 168 134 56 41 24 8 1 19508 11639 | 59.7
Split 121 99 39 25 20 |6 0 11639
Split% | 72.0 73.9 | 69.6 61.0 | 833|750 |0.0 59.7
B 0
1AAA | 2AA+ | BAA | 4AA- | A+ | BA TA- 8BBB+ | 9BBB | 10BBB-

1AAA 789 246 20 11 6 1 1 2
2AA+ 249 58 18 37
3AA 29 232 554 114 5 4 1
4AA- 28 88 1713 | 1345 | 196 21 4 1
S5A+ 8 16 280 | 2436 | 1247 | 134 |50 6
6A 4 4 54 574 2265 | 1625 | 177 9
TA- 3 1 41 31 203 | 595 | 572 92 6
8BBB+ |6 1 16 78 336 288 38 18
9BBB 9 39 7 340 324 264 52
10BBB- | 3 6 25 100 224 241 224
11BB+ 8 23 59
12BB 1 6
13BB- 24 4
14B+ 1 1
15B
16B-
17CCC+
18CCC
19CCC-
20CC
Multiple | 1119 645 2690 | 4561 | 3989 | 2520 | 1586 | 954 578 365
Split 330 587 2136 | 3216 | 242 | 895 | 1014 | 666 314 141
Split% | 29.5 91.0 794 | 705 |687 |355 |63.9 |698 54.3 | 38.6
B 0

11B | 12B 13BB | 14B | 15B | 16B | 18CC Multipl | Split Split

B+ B - + - C e %
1AAA 1 1083 294 27.1
2AA+ 3 370 312 84.3
3AA 1 947 393 415
4AA- 2 1 3400 2055 60.4
5A+ 4178 2931 70.2
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6A 2 4719 3094 65.6
TA- 1545 973 63.0
8BBB+ 1 1 790 502 63.5
9BBB 10 7 2 1061 797 75.1
10BBB- 8 7 1 840 616 73.3
11BB+ 41 6 2 139 98 70.5
12BB 76 57 12 1 154 97 63.0
13BB- 18 27 4 85 58 68.2
14B+ 6 7 19 5 40 21 52.5
15B 13 6 25 19 76.0
16B- 12 |7 20 13 65.0
17CCC+ 1 2 1 50.0
18CCC
19CCC-
20CC
Multiple | 155 | 107 56 39 24 |9 1 19398 12274 | 63.3
Split 114 | 50 29 20 18 |2 0 12274
Split % 735 | 46.7 |51.8 51.3 | 75. | 222 | 0.0 63.3
0
c a 0 #
1AAA | 2AA+ | 3AA | 4AA- | BA+ | 6A 7A- | 8BBB+ | 9BBB | 10BBB- | 11BB+
1Aaa 4178 | 134 84 35 5 16 4 1
2Aal 686 699 782 | 459 |91 1
3Aa2 121 370 1845 | 2124 | 920 69 62 4 1
4Aa3 44 117 885 | 4875 | 4106 | 707 163 8 3
5A1 26 56 262 | 1038 | 3678 |3373 |330 |20 6 1
6A2 13 68 284 | 1831 | 6602 | 1456 | 190 121 7
7A3 21 24 110 | 414 1579 | 2261 | 645 452 21 1
8Baal 1 10 369 712 | 1339 705 341 37
9Baa2 4 8 16 67 132 | 554 1475 | 503 14
10Baa3 4 2 1 20 22 105 599 1756 87
11Bal 1 22 148 156 146
12Ba2 1 23 79 95
13Ba3 3 10 6 40 36
14B1 1 1 1 2 13
15B2 1 1 1 1
16B3 1
17Caal 1
18Caa?
Multiple | 5072 | 1414 | 3959 | 8937 | 11079 | 12815 | 5156 | 2896 3551 | 2911 430
Split 894 715 2114 | 4062 | 7401 | 6213 | 2895 | 1557 2076 | 1155 284
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P65 Figure 2.13 DPWN ratings and asset swap spread (2002-2007).
‘213 DPWN > E” 2002-2007 ~
Source: Atkinson, R.,Managing Director,Global Capital Markets, Morgan Stanley,2006,DPWN: The

initial credit rating of a major corporation,January 13,1-20,page 19.

Atkinson, R~ H °n ” Wz~ 2006 € DPWN W
E "1 137 e” 120 19 A
P66 24 BT ¥ | v H # ~ 1980-1997

AAA AA A BBB BB B cce
1980 0.60 1.00 1.30 1.90 3.00 3.80
1981 0.60 1.10 1.30 2.20 3.40 4.10
1982 0.60 1.00 1.40 2.60 3.60 4.90 9.20
1983 0.70 0.75 0.90 1.57 2.70 3.60 7.60
1984 0.55 0.73 1.04 1.75 2.80 3.10 5.60
1985 0.20 0.58 0.65 1.46 3.10 4.00 6.20
1986 0.95 1.59 1.70 2.33 3.70 4.70 7.90
1987 0.58 1.02 1.18 1.82 2.43 4.03 7.23
1988 0.42 0.79 1.29 1.75 2.07 3.12 7.22
1989 1.28 1.61 2.08 2.49 3.76 4.95 11.91
1990 1.02 1.34 1.77 2.52 4.78 8.57 23.65
1991 0.82 1.13 1.61 2.71 3.92 8.93 12.95
1992 0.90 1.08 1.54 1.77 3.29 4.34 6.46
1993 0.70 0.76 1.74 1.96 2.82 4.15 6.15
1994 0.29 0.62 1.01 1.37 2.23 3.12 6.38
1995 0.43 0.60 1.17 1.49 2.45 4.25 8.75
1996 0.25 0.35 0.54 0.88 2.00 4.08 8.43
1997%  |0.28 0.39 0.57 0.83 1.53 3.30 7.29

® 1997 A
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P70 2.6 # [ B ¥} # ~ 1997-2003"
1-3 3-5 5-7
AAA 49.50 63.86 70.47
AA 58.97 71.22 82.36
A 88.82 102.91 110.71
BBB 168.99 170.89 185.34
BB 421.20 364.55 345.37
B 760.84 691.81 571.94

Spread are average over the period January 1997-August 2003 of Merrill Lynch option-adjusted
spread indices for US corporate bonds.

Source: Bank for International Settlements,2003,International Banking and Financial Market
Developments, Quarterly Review,December,1-103,page 52,and Amato, J. and Remolona,E.,2003, The credit
spread puzzle, BIS Quarterly Review ,December, page 51-63.

1997 1 —2003 8 v o3V | # A

' © 2003 @ i o T Y12 7 1-103
52 ° Amato, J. and Remolona,E.2003 “éH # H 1 BIS 12 T 51-63 A
P74  Figure 2.16 Mapping of Moody’s fine ordinal rating scale and Moody’s KMV cardinal

ratings (Bi-annually on June 30 1994-2004)
2.16 KMV h ©1994-2004 6 30 — H

Source: Moody’s Investor Service.

‘ FE® A
P79 2.7
H TV F aTe® % "~ UF+ T E - " ey
1233 o3 ~ ey E AE ¢ COMPUSTAT 1986
2001 A . NeE™ © w ~ E" W a | v
H a Ya v A vVr v+ U F VAR
7 F vb K - 2 61 c 0 E A
AAA | AA+ AA AA- A+ A
E” 342 199 622 703 | 1135 1380
v [ VE+ ~
v 39.3% | 30.7% | 39.0% | 43.2% | 46.7% | 45.2%
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Wy 5 ‘e } F -0 E” T Ho ~ 10

P 95 Figure 3.1 Presents the whole structure of the Tanana SPV transaction, providing an
opportunity to emphasize each party’s economic function, legal function and relationship to the
structure and to illustrate the different financial flows.

3.1 2 Taganka SPV’ r v tyWa W \ b ”

b L a i T T

Receivable

Obligators Vv F

Corporate Administrator 'E”

Subordinated loan 0

True sale £

Purchase price y E

Taganka Car Loan Finance PLC  Taganka PLC
Currency swap agreements S

Liquidity ~

Notes

Note proceeds

Dresdner Bank AG and Merril Lynch International (Swap Counterparties)
Dresdner Bank AG h b

Dresdner Bank AG, London Branch (Liquidity Facility Provider)
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v
2.0 19 |21 |24 |60 |[129 |187 |143
3.1 32 |36 |[35 |96 |254 [293 |212
v b 0.7 06 |04 |13 |19 |22 |32 |36
4.9 24 |27 |58 [102 |145 [300 |3L1
- - - - - 169 |378 |[421
A - - - - - 13.0 |23.0 |25.7
- 13 |20 |69 |107 |121 |136 |167
- - - - 22 |40 |83 |99
vt - - - - - - - -
9.5 86 |114 |[275 [340 |37.1 |426 |481
- - - - 331 |335 |[409 |524
v b - - - - 35.6 | 434 |464 |421
15 21 |23 |22 |35 |64 |78 |74
08 11 |13 |20 |56 |93 |[105 |127
A 2.7 31 |33 |24 |21 |35 |38 |23
‘ " IMF™ 2005 “én . b T Y4 e

109-156° 114 A
P102 Figure 3.3 Overseas securities investments as percentage of home ones (1970-2005)
33 Fuv p } Ne '~ 1970-2005"
Source: International Monetary Fund ,2005 Globalization and External Imbalances, Staff Survey,
April,109-156,pagel14.
‘ ~ IMF™ 2005 “én . I Y4~ 109-156
114 A

P105 Figure 3.4  Financial assets of institutional investors as % of GDP

ao

34 \I GDP
Australia z Canada ¥ France Germany
Italy # Japan Netherlands H Sweden T  Switzerland
United Kingdom United States

Source: OECD, 1980-2006, in framework of System of National Accounts.
‘ . BbD " OECD~ ,1980-2006 ~ & r TA

P107 3.2 0 v 0 = 2001"

475









Aerospace/Automotive/Capital goods/Metal / / /
Utility E  Hu3
Leisure time/Media w It

Energy and natural resources
Health care/Chemicals G & /
Telecommunications H

Transportation

ao

Forest and building products/Homebuilders 3 3
High technology/Computers/Office equipment / WE
Real estate

Notes  Rating (or Default) is accumulated since 1981
‘oL - 1981 A
Source: Standard&Poor’s, 2007, Data from Credit Pro 7.71, Augustl.
" % 7 2007 ~ F3H 771 8 1
P131 Figure 3.10 Top 4 industries’ rated corporate issuers by rating class as of June 30, 2007
310 2007 6 30 [F4e 3 E 0 . £FNe
Source: Standard Poor’s, 2007, Data from CreditPro7.71, Augustl.
' % 7 2007 ~ F3H 771 8 1
P133 Figure 3.11 SPV Issuance of Structure Finance Instruments by region (1997-2004)

ao

311 SPVD M Ne © 1997-2004~ *

Issuance of Structured Finance Instruments i 0
*Billions of US dollars, includes cash issuance and funded portion of synthetics.
*10. H ” G E3 D
Source: JP Morgan Structured Finance Research from the BIS Quarterly Review, June2005.
‘ BIS TP © 2005 6
P134 Figure 3.12 the number of S&P foreign currency sovereign credit ratings
(1975-September28, 2007)
3.12 %o h H © 1975-2007 9 28 ~

Number of rated sovereign governments h

Source: Beers, D.T., 2007, Credit FAQ: The future of sovereign credit ratings, Research:
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Standard&Poor’s, October 16, 1-12, Chartl

16

* Beers, D.T., 2007, & H ‘' h I Y %o 10
T 117 1A
P136 3.3 h H ~ 2000”
%o E?
Bl BB 572
£ Aa2 AA+ 90
B2 B+ 503
Z Aal AA+ 73
Y Aa? AA+ 74
T A3 BBB 228
A2 A- 124
Z Baal BBB 97
2| B3 CCC+ 609
Aal AAA 8
Caal B- 1800
b B3 SD N/A
\ Baa3 BB+ 331
Baa2 BBB 274
4yoH Caal N/R N/A
Aaa AAA 44
Aaa AAA 0
810 v " bp”
' 317 ED \ - G W E” A 7
"W E 6 @& 10 h 0 A W 0 [ 10 %o &
MT A v A
‘2000 1 10 \ A
P137  Figure 3.13 Distribution of foreign currency sovereign credit ratings (1975-2007.09.28)
3.13 h H Ne “ 1975-2007.09.28™

Source: Beers, D.T., 2007, Credit FAQ: The future of sovereign credit ratings, Research:

Standard&Poor’s, October 16, 1-12, Chart2
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Beers, D.T., 2007, & CreditFAQ h H I %o 10 16
T 112, 2A
Figure 3.14 Histogram of rating dispersion of sovereign issuers (1975-2007.09.28)
314 h 0 . Ne © 1975 2007 ~
Note: 2007 ratings as of September 28, 2007.
‘2007 9 28 2007
Source: Beers, D.T., 2007, Credit FAQ The future of sovereign credit ratings’ Research: Standard&
Poor's, September 5, Pages 1-8, and October 16, pages1-12.
Beers, D.T., 2007, & CreditFAQ h H I %o
9 5 18 yi1 10 16 ,1-12
P140 Figure 3.15 Gross issuance in the international bond and notes markets by currency and
by institution type (1995-2005)
3.15 v 3t Ne r O '~ 1995-2005"
Note: The $81 billion of 1995 for gross issuance in euro are in fact issues in Deutschmark.
1995 y "H E 8100, "H © SR w E A

Source:

1. Bank for International Settlements,1997,International Banking and Financial Market
Developments, Quarterly Review,November,1-34,page 17.(1995 data)

2. Bank for Bank for International Settlements,1997,International Banking and Financial Market
Developments, Quarterly Review, November, 1-40° page 19.(1996 data)

3. Bank for Bank for International Settlements,1997,International Banking and Financial Market
Developments, Quarterly Review, November, 1-45 page 15.(1997 data)

4. Bank for Bank for International Settlements,1997,International Banking and Financial Market
Developments, Quarterly Review, August, 1-45 page 15.(1998 data)

5. Bank for Bank for International Settlements,1997,International Banking and Financial Market
Developments, Quarterly Review, September 23-28" page 25.(1999 and 2000data)

6. Bank for Bank for International Settlements,1997,International Banking and Financial Market
Developments, Quarterly Review, September 1-103° page28.(2001 and 2002data)

7. Bank for Bank for International Settlements,1997,International Banking and Financial Market,

Quarterly Review, Part3,June, 31-40° page32.(2003 data)
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8. Bank for Bank for International Settlements,1997,International Banking and Financial Market,

Quarterly Review, June, 1-83 page28..(2004 and 2005 data)

1. © 1997 é 3 o I 1134 17
"~ 1995 -

2. 1998 é 3 o I Y11 140 19
"~ 1996 ~

3. 1999 é 3 o T Y11 T 145 15
~ 1997 ~

4. ¥ 2000 & 3 o I 8 Y 145 23
~ 1998 ~

5. ¥ 2000 & 3 o I Y9 Y 2328 25
~ 2001-2002 ~

6. 2000 & 3 o I Y9 ¥ 11038 28
~ 2001-2002 -

7. 2000 é 3 o I Y9 v 3140 32
~ 2003 -

8. 2000 é 3 o I Y9 - 183 28
~ 2004-2005 -

P142  Exhibit 3.4 Structured finance products: an overview of the ABS universe

as [

34 ABS
Asset-backed securities (ABSs) F~ ABS”
Asset-Backed Commercial Paper (ABCP) * 3 ~ ABCP~
Long term asset-backed securities v F

Tranched asset-backed securities: Structured Finance Instruments
Untranched ‘pass- through’ securitizations [ L |—
Traditional ABS pools P ABS

CDO pools ¥ F F

Consumer- related assets: Credit cards, auto loans, RMBSs
481
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ao

Corporate- related assets: Trade receivables, leases, CMBSs

) SO - * CMBSs

Corporate- related assets: Loans, bonds, CDSs
T e “ 9 H
Re- securitizations: ABS CDOs, CDOs-squared
P | * ABST CDO CDO
Source: Committee on the Global Financial System, 2005, The role of ratings in structured finance:
issues and implications, Bank for International Settlements, Basel, January, 1-59, page 5.
‘n r W~ 2005 Ae b T
N -1 7 159 5 A
Exhibit 3.5 The trenching of a risky portfolio into different classes of securities
35 . [ b £ |
Loss Distribution Ne
Tranched Securities Ne F
Risky Portfolio *
The overall risk on the portfolio is “trenched” into classes of different risk and different remuneration
r Ne= w b b
Source: Marjolin, B., 2007, Securitization-ESSEC presentation, Moody’s Investors Service, March 16,
pages8.
' Marjolin, B., 2007, & |} -ESSEC: I FE 3 16 - 8
A

P144 Exhibit 3.6 Historical overview of the expansion of assets used to back structure finance

instruments
36 6 f AT
Mortgages
Mortgages Auto Credit Cards H \

Mortgages Auto Credit Cards Home Equity Loans Equip. Leases Comm. Mortgages CDOs

H \ [ v a 3 a v F v b

Mortgages Auto Credit Cards Home Equity Loans Equip. Leases Comm. Mortgages CDOs Tax liens
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Viatical settle.
H rv a 3 a CDO
Reverse mortg. %o
Source: Margolis, B., 2007, Securitization-ESSEC Presentation, Moody's Investors Service, March 16,
Page 10.
' Margolis, B., 2007, & | -ESSEC: I FE* " 3 16
10 A
P145 Exhibit 3.7 CDO ratings distribution by amount outstanding, as of July 20" 2008.
3.7 2008 7 20 CDO & Ne A
Source: Standard Poor’s
% A

P146  Figure 3.16 US asset-backed security issuance (2000-2006)

3.16 ¥ F & -~ 2000-2006
Private-Label MBS |-
Home equity

Agency CMO CMO
Auto loans
CreditcardH \
Student loans "
Otheri 1
Note: Agency collateralized mortgage obligations (CMOs) are marked without the need for credit
rating. They thus do not drive demand for credit ratings.
' v b cMO” F b v T A
Source: Bond Market Association, 2001-2007, Research Quarterly, February.
“v b N w 20012007 e” 2 A
Figure 3.17 European asset-backed security issuance (2001-2006)
3.17 * Fo ' ° 2001-2006 ~
Note: European issues consist of ABS and MBS issues placed in the Euro market or in European
domestic markets having underlying collateral from Europe.

‘ 0o o Ny ’ ABS
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P147 Figure 3.18 Global CDO Issuance (2004-2007)

3 A

318 n CDOD 2004-2007 ~

Source: Securities Industry and Financial Markets Association, 2008, Global CDO Market Issuance

Data, January, 1-3.

* F3 \w” 2008 “én CDO "1~ 1-3A
P148 Figure 3.19 Structure of an unfunded synthetic CDO
3.19 CDO
CDS counterparty CDS”
Premium
Payment on default 0
Reference pool CDSs & H
Senior note swap
Subordinated note swap
Junior note swap A
Figure 3.20 Structure of a funded synthetic CDO
3.20 CDO
Assets
Reference pool CDSs & H
Subordinated and junior notes swaps counterparties 0
Cash collateral
Liabilities: Senior notes Subordinated notes Junior notes
v -4 VoA
P149 3.2 a © 1999 2002 & VF S
GDP -
1999 2002
vE F VRV EF VE
\l \l
v 89% 100% 0.88 105% 108% 0.98
165% 48% 3.40 154% 51% 3.00
127% 107% 1.18 160% 101% 1.59




©L 2004 -~ T o1-128 34 39 A
2. 2000 ~ E "1 " 1120 39 A
P150 Figure 3.21 Global rated corporate issuers by region as of June 30, 2007
321 n B 0 M % N¢ 2007 6 30
Notes: “Drafting (or Default) is accumulated since 1981.Europe comprises Western and Eastern
Europe in Credit Pro classification.
' 1981 y I DL - ~ A H Now K A
Source: Standard&Poor’s, 2007, Data from Creditor 7.71, August 1.
2007 %o cF3 H 77708 1 A
P151 Figure 3.22 each region’s rated corporate issuers by rating class as of June 30, 2007
3.22 2007 6 30 ~© 0 . #7%Ne a@ M E
Note: “D” rating (or default) is accumulated since 1981. Europe comprises Western and Eastern in
Credit Pro classification.

1981 y I DL ° - A H Now K

>

Source: Standard Poor’s 2007, Data from Creditor 7.71, August 1
‘2007 %o " cF3 H 7778 1 A
P152 Figure 3.23 US bond market debt outstanding (1985-2006)
3.23 v} & Vv |~ 1985-2006 ~
Notes: °
1. Includes bonds issued in the US market only by any corporation, US or Non-US, in US dollars or
any other currency. 0 v b Kv E° a a H Ky
(I A
2. Debt and asset-backed: The Securities Industry and Financial Markets Association estimates. ¥

oo ‘ F3 NeT A
3. Treasury: Interest bearing marketable public debt. ¥ ° E"VF £ A
4. Related: Includes GNMA, FNMA, and FHLMC mortgage-backed securities and CMOs and
private-label MBS/CMOs. " '~ GNMA" FNMA" FHLMC ' cmos
Yi . MBS/ CMOSA

5. Money markets: Includes commercial paper, banker’s acceptances, and large time deposits,

Beginning in 2006, bankers’ acceptance are excluded. t 3 a Q
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Source: The Bond Market Association, 2006, Corporate Bond Issuance-Yearly, Statistical data, June
30, 1-1.
U b Vw2006 “éo3 ¥ fO T~ 6 301-1A
P155 Figure 3.26 Euro area non-financial corporate funding: loans versus debt securities

(1989-2006)

<t
T

3.26 “HM o3 ' b F © 1989-2006 ~
Loans
Debt securities ¥ F |
Notes:
1. Euro area: the area formed by those EU Member States in which the euro has been adopted as the
single currency in accordance with the Treaty.
HMY T T ‘Hb w ¥ W v A
2. Loans: Loans taken from euro area MFIs and other financial corporations.
' ’ "HM H i A
3. MFIs (including Euro system) comprise the ECB and the national central banks of the euro area and
other monetary financial institutions.
H ~ HOT N HMT T A
4. Debt security: a promise on the part of the issuer (i.e. the borrower) to make one or more payments
to the holder (the lender) at a specified future date or dates. Such securities usually carry a specific rate of

interest (the coupon) and /or are sold at a discount to the amount that will be rapid at maturity. Debt

securities issued with an original maturity of more than one year are classified as long-term.

VA S T N 4SS |~ W 0 .S L7
A} 2 ~n F - s [ A !
wi [ Wiy 0 vk A
Source: ‘

1. European Central Bank, 2006, Euro area statistics: section 3.2-Main liabilities of non-financial
sectors, June.
¥ 2006 & “HM © 3.2 h Vi 6 A
2. European Central Bank, 2006, Debt securities issued by euro area residents by original maturity;

currency and sector of the issuer-outstanding amount, July.
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T Y2006 “éd | "Hv 0 vE b

P156 Figure 3.27 Euro-Area long term debt securities outstanding (1990-2006)
3.27 éuv "HM VI |-‘ 1990-2006 ~

Central government T

Monetary financial institutions2 (including Eurosystem) z ‘H  ~
Non-monetary financial corporations E
Non-financial corporations o3

Other general governmenti T W
Notes:
1. Debt securities issued by euro area residents (fixed composition) by original maturity: currency and

sector of the issue.

C:

Y b BG  "HM .0 "H 0 o a 0 b

(Euro includes items expressed in the national denominations of the euro) Amounts outstanding (EUR
billions; end of period; nominal values)

R n H@é B ) ©EVT

2. MFIs (monetary financial institutions): financial institutions which together form the money-issuing
sector of the euro area. These include the Eurosystem,resident credit institutions(as defined in community
law)and all other resident financial institutions whose business is to receive deposits and/or close
substitutes for deposits from entities other than MFIs and, for their own account(at least in economic terms),
to grant credit and/or invest in securities. The latter group consists predominantly of money market funds.

MFI$ oo "HV 0 A’ H H

- ™ 0T i MFIs " 7b C
C I | N I F A 2 h

A

Source: European Central Bank, 2007.Debt securities issued by euro area residents (fixed composition)

by original maturity; currency and sector of the issuer, June.
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* 2006 WUzH T é H n

" 12 12 ~ 13A
Company’s Task 'E~ Kk F
Rating Agency’s Task K F
Company requests rating E
Rating agencies assign analytical teams and conducts basic research
Ne -
Company prepares rating presentation with the help of rating adviser
"I %
Management meetings with rating agencies
b W
Lead Analyst prepares for committee
Ne W
Committee; Rating decision

W

Accept rating and keep confidential
i G
Accept rating and “‘go public’
i r EA L
Appeal (if warranted)

Issue rating press releases

0 0

Ongoing surveillance

P166 Figure 4.2 Overview of integrated advisory approach
4.2
Due diligence

Preparation/Rehearsals %o /
490

Y% H



Ratings Publication 'E

Ongoing Advisory

Morgan Stanley's Rating Advisory Process Y #

Morgan Stanley is appointed as rating adviser Y £ Y

Discussion with management on rating strategy and timing

G
Due diligence sessions Y

Packaging of background information Request rating H

Packaging credit story Preparation of rating agency presentation l H Ho L
I' Coaching” of management/ Rehearsal Facilitate presentation I L/ B

Active follow up Guide rating agencies’ thinking h™~
Provide input on communication to the public 'EA t
Ongoing rating advisory

Rating Agency Process

Rating is requested

Assign analytical team Conduct basic research Ne

Meet Issuer 0

Rating committee meeting Communication and explanation to issuer wy oL

Issue Rating Press Releases (if rating is accepted/public) 0 " i [E
Surveillance
Appeals process (if needed) h ~

Source: Morgan Stanley Credit Advisory Group, 2006.Pros and cons of obtaining credit ratings,
Overview of the credit rating process-Morgan Stanley’s integrated rating advisory approach, Decemberl12,
1-3.

' 2006 Wz H he H n 1"e Wz
H " 12 12 ~ 1-3A
P177 Figure 4.3 Top 30 European Industrials Rating Modifiers 2001-2006.
43 [z w8 3 2001-2006

Note: Stable modifiers include stable and developing outlooks, and CreditWatch placements with
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H

developing implications (albeit there is none of the latter in this case). Negative modifiers include negative

outlooks and CreditWatch placements with negative implications. Positive modifiers include positive

outlooks and CreditWatch placements with positive implications.

Source: Gangiun,B.,Jone,R., and Six,J.M.,2006,It’s all a game of snakes and ladders for the top 50

European corporate entities, Industry report card: Standard & Poor’s, November 2 ,1-22,page 6,chart 2.

cn

Fooovi
G
B A

r

Gangiun, B., Jone, R., and Six, J.M., 2006 , & W | 508 o3
G ™ 3 V' %o 1 2 ,1-22 6 ° 2A
P178 Table 4.1 Annual aggregate rating migration rates (1983-2004)
4.1 ~ 1983-2004~

M 0 . 1T % % i % WR% D-U
1983 1370 8.25 12.41 75.55 3.80 1.50
1984 1422 12.87 11.74 72.93 2.46 0.91
1985 1620 9.63 13.02 73.02 4.32 1.35
1986 1834 8.51 17.23 68.16 6.11 2.03
1987 2064 6.59 11.87 74.56 6.98 1.80
1988 2195 6.61 13.26 73.90 6.24 2.01
1989 2271 6.61 13.78 73.76 5.86 2.09
1990 2361 4.96 19.06 68.95 7.03 3.85
1991 2267 5.78 18.70 69.25 6.26 3.24
1992 2287 6.69 17.10 67.77 8.44 2.56
1993 2415 7.99 13.13 70.35 8.53 1.64
1994 2725 7.60 7.30 79.38 5.72 0.96
1995 3055 9.95 8.67 76.82 4.55 0.87
1996 3361 11.34 7.53 75.75 5.39 0.66
1997 3741 9.92 8.47 76.37 5.24 0.85
1998 4234 8.57 17.67 68.21 5.55 2.06
1999 4650 8.09 20.56 66.73 4.62 2.54
2000 4923 11.01 12.09 72.27 4.63 1.10
2001 4925 8.49 16.75 68.79 5.97 1.97
2002 4921 5.10 21.19 66.35 7.36 4.16
2003 4813 6.61 14.98 70.41 8.00 2.27
2004 4810 13.58 8.77 70.69 6.96 0.65

Source: Moody’s Investor Service, 2005. Annual Default and Recovery Study: 1992-2004, June 29,

Exhibit 29.
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P179 Table 4.2 Average annual whole letter rating migration matrix (1970-2004)

4.2 nH ~ 1970-2004 ~

Ciz

| Aaa Aa A Baa Ba B Caa-C | Default | WR

Aaa 3179 | 89.48 | 7.05 | 0.75 | 0.00 | 0.03 | 0.00 | 0.00 0.00 2.69

Aa 11310 | 1.07 | 8841 | 7.35 | 0.25 | 0.07 | 0.00 | 0.00 0.00 2.83

A 22981 | 0.05 | 232 | 8897 | 485 | 046 | 0.12 0.01 0.02 3.19

Baa 18368 | 0.05 | 0.23 | 5.03 | 84.50 | 460 | 0.74 0.15 0.16 4.54

Ba 12702 | 0.01 | 0.04 | 046 | 528 |78.88 | 648 | 0.50 1.16 7.19

B 10794 | 001 | 003 | 0.12 | 040 | 6.18 | 7745 | 2093 6.03 6.85
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Micu,M.,Remolona,E.,and Wooldridge,P.,2006, The price impact of rating announcements; which
announcements matter?, Working Paper No.207:Bank for International Settlement,June,1-31.

Micu, M., Remolona, E., and Wooldridge, P., 2006, & E E "ée'E H, 1 207
" b ' 6 ~ 1-31A

P181 Figure 4.4 Distribution of rating announcements (2001-2005)

4.4 ‘E  Ne © 2001-2005 ~

Notes:

1. Preceded by another rating announcement during the 60 business days prior to the rating
announcement. ' 60e 3 p~ HI =W A

2. Some announcements were preceded by more than one rating announcement and so the total may

differ from the sum of the preceding announcements. W~ E H | We y:: Ne ~

Yy ~ b ¢ A
Source: Micu, M., Remolona, E., and Wooldridge, P., 2006, the price impact of rating announcements;
which announcements matter? Working Paper No.207: Bank for International Settlements, June, 1-31.
* Micu, M., Remolona, E.,  Wooldridge, P., 2006, & E E "ée E
Hb 12077 b o' 6 7 131 A

P184 Exhibit4.1  Stated fee schedules (2007)

41 78 ~ 2007

u |

ST o _/
55-80 435 50-125
40-65 435 n.m.

3 " CP”

n.m. 435 50-125
35 33.9 475
H 35 n.m 37.5
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7% 25 n.m. 225
n.m 11.10-90.9 ’ n.m.
0/S
VE  n® n
n.m. 25.3 40-90
0 n.m. n.m. 260-400° 0.80-2.08%
v G
|
n.m. 525 50-125
n.m. 52.5 e 3
0 425@ 0.01 M UF n® |> "H25m ™
v F
n.m [ A
Notes:
W 0 7 G' T 12e¢ p KW 2
' Y2007 AG 2007 T Tk E T 1T
FE® C 2007 0 M1 1 12 ¥ 2007A EY a F
% 1 1 7 1-4A

P186 Exhibit 4.2 Securitization and rating process of a typical (cash) structure finance
instrument
42 Wa %o i k
Together with originator determines the economics of the transaction selects asset categories

as

0 ’ #

Conduct due diligence on assets Restructuring Sends relevant information to CRAs
v "H 0 [H

Reviews transaction structure to adapt its rating targets

v i
Obtains necessary support documents from law firm, originator and accountancy
C HF 0 . w HF )
Selects ratings from different CRAs Market the transaction with ratings or drop transaction
L b
Discuss with arranger, legal counsel Collect information Assign analytical team Conduct basic

research
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P212 Figure5.1 Evolution of S&P issuer credit ratings for telecom companies(1996-2005)
5.1 HE 0 . H i~ 1996-2005 ~

Telecom lItalia SpA # H

British Telecom H
France Telecom H
Deutsche Telecom H
Telefonica H

Source: Standard&Poor’s,2005,Issuer credit ratings history on Telecom Italia SpA, British Telecom,Finance
Telecom, Deutsche Telecom,KPN,and Telefonica, 11 30 A
) T 2005 ¢ z Ha Ha Ha
H i~ 11 3 A
P213 Table5.1 Evolution of S&P issuer credit ratings by quarter for telecom

companies(1996-2005)

5.1 w HE 0 . T~ 1996-2005 ~
KPN £ SpA
H

Q2/96 AAA AAA AA+ AA-
Q3/96 AAA AAA AA+ AA-
Q4/96 AAA AAA AA+ AA-
Q1/97 AAA AA+ AA+ AA-
Q2/97 AAA AA+ AA+ AA-
Q3/97 AAA AA- AA+ AA+ AA-
Q4/97 AAA AA- AA+ AA+ AA-
Q1/99 AAA AA- AA+ AA+ AA-
Q2/99 AA+ AA- AA+ AA AA-
Q3/99 AA+ AA- AA+ AA AA-
Q4/99 AA+ AA- AA AA A+
Q1/00 AA+ AA- AA- AA A+










KPN( "H)
s 21519 22276 25093 40503 53165 17991 13629 13634 16277
v 14554 14917 20313 27619 29253 11595 7712 5580 8817
K 6965 7359 4780 12884 23912 6395 5918 8055 7459
EV
K E 17412 15245 15444 12871 14755 46352 20172 18129 13987
v
EV 2.0896 | 2.0270 | 4.2496 21437 | 12234 | 1.8132 | 1.3031 | 0.6927 1.1821
R
v 0.8359 | 0.9785 | 1.3153 2.1458 | 1.9825 | 0.2502 | 0.3823 | 0.3078 0.6304
MV K
H- "
s 12471 12974 12849 17136 13216 8518 9277 4990 4355
v 9144 9336 9219 11151 7594 5493 7082 2970 2313
K 3327 3638 3630 5985 5622 3025 2195 2019 2042
EV
K E 11414 10009 8216 10975 9952 11380 7419 8093 4189
\'
EV 2.7486 | 2.5663 | 2.5400 1.8631 | 1.3507 | 1.8161 | 3.2261 | 1.4708 1.1329
S
v 0.8012 | 0.9328 | 1.1222 1.0160 | 0.7631 | 0.4827 | 0.9546 | 0.3670 0.5523
IMV K
H- "
s 54209 52912 57735 82034 89118 61780 47711 36852 32248
v 34782 31663 35500 49059 54063 36298 30286 | 22087 18351
K 19427 21249 22235 32975 35055 25481 17424 14765 13897
EV
K E | 68689 57687 41461 70219 76396 80918 39645 | 24562 17024
\%
EV 17904 | 1.4901 | 1.5966 1.4878 | 15422 | 1.4245 | 1.7382 | 1.4959 1.3205
S
v 0.5064 | 0.5489 | 0.8562 0.6987 | 0.7077 | 0.4486 | 0.7639 | 0.8992 1.0780
IMV K
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£ H W
* 74386 76936 80952 93130 94276 74768 7739 4643 5278
Y% 54754 56477 60396 66821 62878 47985 5799 3650 4354
K 19632 20459 20556 26309 31398 26783 1940 993 924
EV
K E 31049 24210 8598 10494 12505 13574 8377 1248 976
\Y
EV 2.7890 2.7605 2.9381 2.5399 2.0026 1.7916 2.9886 | 3.6742 4.7116
tv
v 1.7635 2.3328 7.0248 6.3678 5.0283 3.5351 0.6923 | 2.9253 4.4626
MV K
2 H- e
* 4892 5362 6666 6301 5944 5778 5986 5988 5593
Y% 2262 2368 3501 3303 3197 3301 3762 4008 3814
K 2630 2994 3165 2998 2748 2477 2224 1980 1779
EV
K E 11504 0 0 0 0 0 0 0 0
\Y
EV 0.8601 0.7909 1.1062 1.1015 1.1634 1.3328 1.6917 | 2.0237 2.1435
R
v 0.1966
IMV K
H- -
s 14349 16290 16548 23538 22064 20860 16844 15473 16010
\Y 7005 7870 8453 10686 13411 14144 11454 14243 16094
K 7344 8420 8095 12852 8653 6716 5390 1230 -84
EV
K E 29659 27011 26514 33833 31001 47366 42291 0 0
\
EV 0.9538 0.9347 1.0442 0.8315 1.5499 2.1060 2.1250 | 11.5797 | -191.5952
v
v 0.2362 0.2914 0.3188 0.3158 0.4326 0.2986 0.2708
IMV K
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H” H
e 10218 10299 8855 8329 7682 6033 6033 5030 3984
¥ 5775 5716 5027 4546 4049 2808 2869 1974 1764
K 4443 4583 3828 3784 3632 3440 3164 3056 2221
EV
K E | 6494 5282 5293 9224 8040 11896 11419 | 8029 5409
\'
EV 1.2998 | 1.2472 | 1.3132 1.2014 | 1.1148 | 0.8165 | 0.9067 | 0.6457 0.7942
SRV
Y 0.8892 | 1.0820 | 0.9499 0.4928 | 05037 | 0.2361 | 0.2512 | 0.2458 0.3261
MV K
H” ® -
s 85095 82260 84592 82023 93243 47823 40750 NA NA
¥ 43427 41377 47304 36340 55063 26558 21996 NA NA
K 41668 40883 37288 45683 38180 21265 18754 | NA NA
EV
K E | 96233 78475 47772 69585 69203 0 0 NA NA
v
EV 1.0422 | 1.0121 | 1.2686 0.7955 | 1.4422 | 1.2489 | 1.1729 | NA NA
SRV
v 0.4513 | 0.5273 | 0.9902 0.5222 | 0.7957 NA NA
IMV K
T H Te -
s 18088 175100 | 190725 126701 | 119323 | 74453 65704 64537 NA
¥ 51767 59266 76776 66612 63015 41350 36150 | 38744 NA
K 129113 | 115834 | 113949 60089 56308 33103 29554 | 25793 NA
EV
K E | 186074 | 175789 | 153347 140156 | 145558 | 0 0 0 NA
\%
EV 0.4009 | 0.5116 | 0.6738 1.1086 | 1.1191 | 1.2491 | 1.2232 | 1.5021 NA
SRV
v 0.2782 | 0.3371 | 0.5007 0.4753 | 0.4329 NA
IMV K
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v® v 0.7755 1.0061 1.0387 0.9598 0.7845 0.5745 0.7265 1.0286 0.8729
F/MV K
- 0.8630 0.8740 0.8551 0.8245 0.7974 0.8006 0.8760 0.9508 0.8729
v
n v | 15744 |16105 | 15774 1.4824 | 13869 | 14379 | 1.7428 | 12709 | 1.3820
~ BVVE/
BV
* 1.4961 | 1.4863 | 1.4686 14505 | 1.4441 | 14584 | 1.4652 | 1.3264 | 1.3820
v
LT H 7 53H Worldscope "
A

" Thomson Worldscope for Fiancial data in this exhibit and that of Table 5.3 is due to standardization
adjustments by Worldscope.
T Ok
%0

53H Thomson Worldscope Worldscope

A
Thomson DataStream for Market Value data EV Thomson

P220 Exhibit5.3 France Telecom: Moody’s operating and balance sheet ratios(1997-2000)

ao

5.3 H' v ~1997-2000 ~
20007 1999 1998 1997 5  Avg®

Int.Cov(%) 37 7.9 4.0 41 49
RCF/TD(%) 8.9 36.7 38.7 39.3 36.2
Op.Margin(%) 11.8 16.9 17.3 16.8 16.6
ROS(%) 10.9 10.2 8.2 9.5 8.0
ROC(pretax)(%) 10.6 14.7 16.0 15.8 12.7
Balance sheet statistics 2000 1999 1998 1997 5  Avg®
TD(%) 64.3 46.0 46.0 52.5 51.3
DIT&Min.Int(%) 2.1 3.6 2.4 0.6 1.9
Com.Equity(%) 33.7 50.4 51.6 46.9 46.8
Total Cap( bn) 98.4 375 32.9 30.5 22.7

IntCovv . ™ 2 G O ~ 3 ~“+H1 ~“d1 F+ Yoz FA

RCF/TDN . ™ G /| G - £~ ° Uk ~ ! 100A

Op.Margit ., = 3 # - A | ~ 71 100.

ROS | ™ r£ '~ 10 °~r- T | 100.

7 12 31 12a A

8 1996-2000 5 v

°s5
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ROS [ .~ S EBIT [ T+ % FToe v~ 1 100
ROC ™ ™ CEBIT T T T 24 o ~ 1 100
w Y Y ° Y 71100

DIT.&Min.Int,(%): Deferred taxes& Minority Interest to Capitalization(Deferred taxes + Minority interest)
° Total capitalization) | 100

DIT. MiniInt ™ _ ™ i K + K ° i
100A

Com. Equity(%) Common Equity to Capitaliazation: (Reported common & surplus —(Preferred stock at
liquidation value — Reported value) ° Total capitalization) | 100

~ ” ~ o

Com. Equity(%) o E 2 n® EV- V v~ ! 100A
Total Cap.( bn): Total Capitalization : Total debt +Minority intrest + Deferred taxes +Investment tax
credit + Preferred stock at liquidation value +Common surplus — Cumulative translation adjustment.

ao ~

Total Cap.( bn): U+ K + + @+ @ EV +"
0 - Q A
resource De Board ,E.,Fisher,A.,Konefal.,R.,and Winzer,C.,2001,France Telecom, Analysis:Moody’s
Investment Service, June, Report 8 080,1-16.
" De Board ,E.,Fisher,A.,Konefal.,R.,and Winzer,C.,2001, H” # ' F~ 6

8080° 1-16A

P 223 Exhibit5.4 Coverage ratios in covenants of february 2002 syndicate credit line

54 2002 2 H
12/31/02 6/30/03 12/31/03 6/30/04 12/31/04
|3 3 3.25 3.25 3.25
2
Uk 5 4.75 4.50 4.25 3.75
i =

The ratio calculations are to be based on the consolidated financial statements prepared under french GAAP
and EBITDA is calculation over the period of 12 months, by using the data corrected for acquisition and
disposals that take place within the 12 preceding months.

u W %t Lo F ' A 1 | =

12 A 1 F 0 [F1l2e vk A
Total Interest Costs are Net Interest Expense.

508



z [ # ¥
Total Net Debt is defined as Financial Debt.
VET Hy FVF
ke ks
Source: France Telecom ,2003, Form 20-F for the fiscal year ended December 31, 2002, March 21,1-450;
France Telecom, 2004, Form 20-F for the fiscal year ended December 31,2003, April 16,1-468;France

Telecom, 2005, Form 20-F for the fiscal year ended December 31, 2004, May 17, 1-508.

' H™ 2003 ~ 2002 12 31 20-F 3 21 ° 145
H™ 2004 ~ 2003 12 31 20-F T4 16 T 1-468 H™ 2005 ~
2004 12 31 20-F 5 17 ~ 1-508A

P224 Table5.2 France Telecom non-core assets for disposal and maximum off-balance-sheet

risk(2002-2005), March 21, 2002 financial reduces plan.

ap

5.2 H® France Telecom™ ¥ Y = 2002-2005 ~ 3
21~ 2002 + 7sA
EV. . H 2002-2003 2004-2005
ST™M (2.9%) 38 1.0 0.0 1.0
STM En§ L~ 38 0.0 1.0 1.1
H 32 1.6 0.0 1.6
H Ens( Ly 32 0.0 1.6 16
PCS (5.6%) US$11 0.7 0.0 0.7
* 33 2.7 6.0
OBV LW
78a * Casema 3.0
Noos, Tir
" Wind, TDF 8.0
A
* 11.0
o 17.0
[ vk v 2002-2003 2004-2005
Vodafone 5.0 0.0 5.0
Eon Srv’” 0.2 0.0 0.2
DT Srv” 0.0 0.0 0.0
Cable Com (NLT) 13 0.0 13
Kulzcyk(TPSA) 0.0 2.0 2.0
Equant CVRs 0.0 2.1 2.1
R/ 6.5 4.1 10.6
*E 6.5 6.5
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H

v 13.0 4.1
' H™ 2003 ~ T 2002 3 21 T 1-69 H™ 2004 ~ 2003
’ H™ 2005 ~ 2004 T 1-284 H™ 2006 ~ 2005 A
P231 5.3 H., ¥ ¢ " 1996-2002" Y
“H 1996 1997 1998 1999 2000 | 2000 2001 2001 2002
u 6m 6m 6m
ar 1 228 286 872 1206 | 5136 | 36049 42551 34963 34041
T “a |2 355 401 646 925 2051 16289 17154 18189 19279
[y
3" A i 26028 | 26041 | 26577 | 28964 | 30081 | 34623 36299 31728 37128
T
Y 3 615 774 956 1066 1279 10506 10174 8912 4278
\
YT 2504 | 2719 | 3738 | 5673 10489 | 10218 7700 3240 1720
T 352 926 471 443 501 722 2024 1936 1517
~ 4 2353 | 2439 | 2375 2285 | 2204 | 2532 4208 5369 4040
32434 | 33585 | 35635 | 40562 | 51741 | 110939 | 120110 | 104337 | 102003
397 378 420 621 987 1216 1100 900 850
- 5604 | 5418 | 5688 6884 | 7879 | 8783 7498 7596 7730
N
0 {17 4 343 589 551 677 522 1609 819 1102 646
0 i1 968 2126 1785 2676 | 3284 | 4782 8806 6653 5678
_
C s 0 0 0 0 0 0 0 2689 239
e} 118 198 37 211 312 216 73 1138 148
E 489 415 2042 2424 | 3883 | 2040 3563 2943 2288
- 7919 9123 10523 | 13493 | 16867 | 18646 21859 23021 17579
“ 40354 | 42708 | 46158 | 54055 | 68608 | 129585 | 141969 | 127358 | 119582
Y
10 W 1 “HatFF6.55957 094 “H 063 ~ 2000
u 5.6
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512

' H™ 20-F N v 1996 © ~
2000 v A
P233 5.4 H . "~ 1996-20021"
) H 211996 | 1997 | 1998 | 1999 | 2000 | 2000 2001 | 2001 2002
6m 6m 6m
T 22876 | 23420 | 24648 | 27233 | 15324 | 33674 | 20424 | 43026 | 22472
T -7332 | -8473 | -8973 | -9686 | -5595 | -12733 | -8405 | -17619 | -9133
Wi ) -5046 | -5293 | -6115 | -7341 | -4196 | -9685 | -5687 | -12520 | -6187
-820 | -696 | -658 | -593 | -214 | -449 -266 | -567 -282
i s 9679 | 8957 | 8938 | 9613 |5319 | 10807 | 6066 | 12320 | 6870
i R - - -4979 | -4736 | -4584 | -4885 | -2566 | -5726 | -3251 | -6910 | -3595
Wi 3 " 4700 | 4222 | 4354 | 4728 | 2753 | 5081 2815 | 5410 3275
rv
Ty -2888 | -217 | -379 | -238 |-112 | -225 -101 | -210 -93
3 - 1811 | 4005 | 3975 | 4490 | 2641 | 4856 2714 | 5200 3182
I ¥ -814 | -733 | -900 | -662 | -471 | -2006 | -1967 | -3847 | -1754
Q- Tory 60 -6 -23 -20 -49 -141 -399 -337 -87
i T 3 T F” -148 | 259 860 767 3336 | 3957 1778 | -5904 | -9339
rv
i | 0 218 | -270 | -196 | -119 -237 -114 | -229 -126
W 7
F~a =z N 909 3307 | 3642 | 4379 | 5338 | 6429 2012 | -5117 | -8124
0 -152 | -144 | -135 | -107 | -141 -71 -131 -51
E r ""T 98 25 189 259 -105 | -275 292 | -890 -163
(R I 18
- 702 | -915 | -1438 | -1797 | 1158 | -1313 | 1439 | 2932 -2296
ko ~ 1 325 2266 | 2249 | 2706 | 3968 | 4700 3088 | -3206 | -10634
K
-81 -150 | -82 -136 | -171 | -1092 | -1353 | -2531 | -1466
# 0 0 0 0 0 -3257
12 5.6




relationship.”

V E

T

Orange PLC
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A

K r 78 150 133 198 20 52 216 714 -76
- - 321 2266 2300 2768 3817 3660 1951 -8280 -12176
-686 -991 -1025 -1025 -1025 -1075 -1075 1056 -1056
[T -193 -4250 -651
0 K -1 -4 -8 -71 -52 -213 -99 -128 -39
‘ H* 20-F =, 1996 ~ H ~ Y1 1996 1997 a
" A
P234 5.6 H F 7 1996-20021"
1a
2000 2002 6m 2001 2002 6m
ar v' 36049 42551 34963 34041
Orange 29895 24490 22883
Equant/Global One | 3849 6290 5331
Wanadoo 595 2908 2682
Casema 219
Nortel 173
Inversora/Telecom
Argetina
TP Group 1938
JTC 317 295
[~ Mauritius™ 203
[ 1001 777 1207
® The amortization period for goodwill is usually rating from 5 to 20 years, determined after taking into
consideration the specific nature of the business acquired and the strategic value of each acquisitionA
° 520 ~ [ 3k 0 EV A
®  Goodwill amortization is not tax deductible b~ A
Other intangible assets, net: Total 16289
.‘I. T ao ’_
® This includes licenses,patents and access rights, i.e., acquisition cost of UMTS telephony licenses in
the UK and Netherlands; and GSM mobile telephony licenses in UK.~ TF £ N
o UMTS ’ GSM ~ A
® This includes purchase price allocation of Orange Plc allocated to trademarks and customer




H [

® This includes amortization expense of intangible assets, including goodwill amortization of
consolidated companies. * . F A
332 Investments accounted for under the equity method versus full or proportionate consolidation
n ° ., b h U oA
The main consolidation principles are as follow: h 1t 0
B Companies which are wholly owned by France Telecom or which France Telecom controls, either
directly or indirectly, are fully consolidated; this means that the total amount of each asset, liability,
revenue and cost of the subsidiary and related to third parties is added to the corresponding item of
France Telecom, That is , all third party accounts of the companies are combined. Hn
"y L g~ n. A £ T " - 3
U a “ H 7 DAY S
A
B [nvestments in which France Telecom and a limited number of other shareholders exercise joint
control are accounted for using the proportionate consolidation method; this means as previous, but
the combinations are proportional to the FT ownership; H [ a
L T 4 W R H o, A
B Investments in which France Telecom exercises significant influence but does not control, such as
joint ventures (generally a 20% to 50% controlling interest), are accounted for under the equity
method; this means that these investments are initially recorded as an asset at cost to which
periodically the share in the investee’s net income is added against the same amount of investment
revenue on the income statement. € Hep b1 i L Too o3 20,
50, - T T4 - Y T
. H A
B Material inter-company balances and transactions are in all three cases eliminated. E
’ Ysis0R ' pA

P235 Exhibit5.6( )

2000

' 10506

*E 3687
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TPSA 3441
Wind 2011
FTICI 785
BITCO 370
Intelig 107
PTK 60
Pramindo Ikat 44
Television Par Satellite -99
[ E" 100
43
2000
ro T 2532
Y 6106
T v %o -1965
i * -1609

Allowance estimated based on the probability of deferred tax assets being realized overtime.

ao ~

%o f) G

At December 31, 2000, this allowance related principally to tax loss carry forwards of 1859

2000 12 31 ~ - % "~ h 1 T 18. 5M 9 ' "HA
53
2000
v v - 24228
1999 12 31 o 6629
2000 ¥ 17599

In 2000,FT issued 129201742 new shares of 4.0 nominal amountingto  516.8mn.

2000 ~ H 0 40 "H v 129201742 m~ 5 1M 6 8V’ "HA
" 175, 9M 7 3M° "H EA
62
1998
A 4173
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H [

2001 6m 2001 2002 6m
K " K - 15586 8101 10149
Ag 2036 2036 8101
0 -216 714 76
K 0 57 74 76
T e 13628 6802 2712
r Ne -99 -128 -39
184 31 712
it -4 0 0
08 w AN v

For 6m 2001, the casewriter estimated these figures by linear interpolation for pension liabilities between

December 31, 2000 and 2001A

2001 6 ° v 2000 2001 T 3,2001 6
2000 2002 6m

w7 3881 1698

EF F w % 3633 3346

wooT # 134 147

w & 114 205

830 368

K0 CVRS No 2077

H w B 7000

0T v 509 2021

5220 15164

FT disclosed this item only for some years. H, v M A

CVR intrinsic value as contingent liability relate to the commitments are the development of UMTS

activities. b

1a i1 v

The increase in

are vendor notes owed to : Deutsche Telekom for the acquisition of 18.9% of Wind(

Y

Vb

N

P

EV

UMTS 3

o

0 A

>

5267mn of “other current liabilities” from December 31, 1999 to December 31, 2000,

2076mn) ,to E.on

for the acquisition of an additional 42.5% of Orange Communications SA ( 1038mn), and to Vodafone in

connection with the Orange Plc acquisition for

1999 12 31 [
t ’ E
Communications SA s

3 "H)

2000

H ¥ Wind18.9%

425

12

«

31

10.

KAY

:l.
M

8

2153mn.

~

T

-

20
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7M 6

H

v 52. 6V 7 "Hh  w M
‘H™ ¢ E.on y Orange
 Vodafone y Orange Plc(21.

5\






* 'E° ° MobilCom™ 2509
_ / HE” 185
Ananova and Wildfire 211
Equant/Global One 349
[ 3
Equant

Orange

SA---revision 3 7% k ~

JTC(Jordan)

3257

Fully amortize the goodwill by ~ 2509mn, the charge being recorded as exceptional amortization.

n 25. 9 ' "H - W A

Exceptional goodwill amortization in 2001 relates to Ananva and Wildfire (42. 1M 1 ° “H) and to
the restructuring and other related costs for the new Equant/Global One entity(  4349mn)includes in the

acquisition cost.

2001 i [ Ananvaand Wildfire 42 1V 1 ° H” Equant'E™ /n
r T 43, 4V 9 H [ T A
‘ H™ 20-F A

P239 5.5 History of Fitch,Moody’s,and S&P’s rating actions on FT’s Long-term issue/lssuer

Credit rating.
- % G H v FO 0 . H - i A

Cr
Cr
T
Cr
T

:

1991- Aaa 1
11-6

:

1991-
11-7

:

1991-
11-14

1994-
3-24

1995-
7-21

1996- Aaa 1
5-7

1996- Aaa 1 /
7-10
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1997-

Aal

1998-
2-19

AA+

AA+

1999-
7-16

AA+

1999-
7-27

Aal

1999-
12-3

Aa2

1999-
12-21

AA

AA

1999-
12-22

2000-
1-28

2000-
5-30

AA

Aa2

2000-
8-23

2000-
9-11

2000-
9-18

Al

2001-
2-9

2001-
2-15

A3

2001-
2-16

2001-
6-21
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2001-

A-

A3

2001-
9-25

BBB+

2001-
9-26

Baal

2001-
9-28

BBB+

2002-
3-27

BBB+

Baal

2002-
3-28

2002-
6-24

Baa3

10

2002-
6-25

BBB

£/

2002-

BBB-

10

BB

10

2002-
7-12

2002-
9-13

BBB-

10

2002-
12-5

BBB-

10

2003-
3-24

Baa

10

2003-
5-14

BB
B+

2003-
8-7

BBB

2004-
2-18

Baa

2004-
2-19

2004-

2004-
6-14
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2004- A3 7 1
9-3

2005- | A- 7
1-24

2005- A- 7 . ol
2-10

2005-
2-23

2005- A- 7
3-24

2005- | A- 7
6-23

2005- | A- 7 A3 |7 |1
727

2006- | A- 7
2-7

2006- | A- 7
4-25

2006-
5-26

2006- | A- 7
9-27

2007- | A- 7 A- |7
6-4

n

Y2007 T 6 H 0 . AT Y10 157 FE
2007A7 ¢ H 0 . AT 10 15 2007 7 ¢ H 0
AT T 10 15 A
P241 Figure5.2 France Telecom, ICT Sector and Pan-European share indices(1997-2002)
5.2 H” ICT 3 © 1997-20027
October 1997: IPO price 27 1997 10 ° IPOE 27

March 2000: Internet activities IPO project announced Share price up 25% in one day

2000 3 ° 3z T IPO W HPp E:T25

November 1998: Second IPO price 59,5 1998 11 ° H IPOE 595 "H

July 1999: NTL acquisition 1999 7 ° NTL

March 2000: Mobilcom acquisition 2000 3 T E

May 2000: Orange acquisition 2000 5 ' Orange

July 2000: Wanadoo IPO Wind acquisition 2000 7 ' Wanadoo E” E © Wind
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ap

= b
2002
12 13 TDF’ v 13. "H
12 26 ( Casema'E F T 5 1V’ “Hr
2003
1 28 Casema
2 3 Eutelsat 'E™ ¥ 23% : r 3. 75
N,
20 Wind r 15 "H.
1 y  Orange K Ay 71, "H H
13.9%
9 24 1 E WA M H
12 31 "H b G 50,
2004
2 23 Wanadoo Ky H ¢ M W 3.95.
H,
6 20 Sprint PCS 'E ¥ 55% : [ w2 8V 6
CH
8 Orange Denmark 'E [ 4 6. “H
24 € Jaunes :: yw 14, 'H
7 F 3 H 10.85% ;0 vl
42.24,

P248 Figure 5.4 Telecom companies’ market gearing (1997 — 2004)

5.4 HE* ~ 1997-2004 ~
Debt (BV)/Equity (MV) ™ BV~ V F/ K S MV
: Thomson , H F " b Ne A

P249Figure 5.5 France Telecom’s historical market values (1997 — 2004)
5.5 H A° E v (1997-2004)
" Thomson “  Euronrxt - H F "7 b Ne A
P250Figure 5.6 France Telecom’s asset and equity return volatility (1997 — 2004)
5.6 H ” * "~ 1997-2004"
Volatility of Equity (Annualized)
Asset Volatility (Computed using a simple B-S approach)
‘ B-SAq W»— E
. H e

P250Figure 5.7 France Telecom’s market value of assets to book value of assets and debts (1997 —
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2004)

ao ap @

5.7 H EV

"
<t

E V™~ 1997-2004~
*  Thomson , H "Tb Ne A
P250Figure 5.8 France Telecom: Moody’s long term issuer ratings (1995 — 2004)
5.8 H* 0 . ~ 1995-2004~
‘ FE® " 2005 7 6 H 0 . N 12 14 A
P251Figure 5.9 France Telecom: Moody’s KMV rating (1997 — 2004)
5.9 H' KMV ~ 1997-2004~
' FE A
P252Figure 5.10 France Telecom: default probabilities and Altman Z -scores (1997 — 2004)
5.10 H - Altman Z-scores(1997-2004)

ao ~ P ~

‘ Ne X GV A bt A7 6
o 6 622 A
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P255 Exhibit 5.9 Average annual rating volatility statistics as percentage of issuers (1992 — 2002)
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P309 71 h £ E v} Y # ~ 1990-2006
M Vb2

A AA AAA |BAA |B BA CA CAA
1990 | 114 89 69 170 673 247 1276
1991 | 104 79 45 165 637 313 1571
1992 | 76 56 25 113 402 152 835
1993 | 61 30 21 113 365 250 715
1994 | 67 41 29 117 341 199 654
1995 | 82 56 53 130 351 221 868
1996 | 78 57 37 130 312 202 795
1997 | 66 61 38 92 357 235 676
1998 | 84 62 40 110 327 171 544
1999 | 107 92 55 145 410 253 1536 1215
2000 | 185 164 127 226 640 429 870 1150
2001 | 200 152 96 162 343 460 6010 1740
2002 | 155 108 68 220 150 367 4421 1652
2003 | 138 86 71 227 561 450 3225 1325
2004 |98 57 60 159 286 221 1190 739
2005 |89 61 60 164 258 245 1317 580
2006 | 113 80 65 147 339 193 1558 522

. H A

P310 Figure 7.1 Corporate bond yield spreads over Treasuries for main rating categories

<

USA(1990-2006)h # BV ' #

Basis points

The spreads for the B rating in 2001 and 2002 not being as reliable, we chose to interpolate the data for
the B rating between 2000 and 2003
2001 2002 w B # b T ~ 2000 2003 B

A

Source: Datastream (Lehman Brothers)
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P316 72 # ~ 1997-2003
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* e z e
AAA | 4950 | 0.06 0% 63.86 0.18 0% 70.47 | 0.33 0% 73.95 | 0.61 1%
AA 58.97 | 1.24 2% 71.22 1.44 2% 82.36 | 1.86 2% 88.57 | 2.70 3%
A 88.82 | 1.12 1% 102.91 | 2.78 3% 110.71 | 471 4% 117.52 | 7.32 6%

BBB | 168.99 | 1248 | 7% 170.89 | 20.12 | 12% | 185.34 | 27.17 | 15% | 179.63 | 34.56 | 19%

BB 421.20 | 103.09 | 24% | 264 .55 | 126.74 | 35% | 345.37 | 140.52 | 41% | 322.32 | 148.05 | 46%

B 760.84 | 426.16 | 56% | 691.81 | 400.52 | 58% | 571.94 | 368.38 | 64% | 512.43 | 329.40 | 64%
* Amato,J.D.,and Remolona, EM..é H # H I” ' v 12 51-63
T 52 A

P318 Figure 7.2 Realized return spreads on net investment in US corporate bonds over risk-free
governments(1971-1987)

7.2 E v vVEoT " 1971-1987"
Return Spread (Basis Points) z 7 -
Source: Altman,E.l.,1989, Measuring corporate bond mortality and performance , The Journal of Fiance,
Vol XLI1V, No 4, September ,909-922,pages 919-920.

' Altman,E.1.,1989,& E v T v M 4T 4 79
©909-922  919-920 A

P319 7.3 Realized return spreads in basis points on net investment in US corporate bonds over

risk-free government-compounded over time(1971-1987)

W D~ o3V | # r (1971-1987)
0 M v FO
AAA AA A BBB BB B ccC
1 45 76 104 171 326 392 519
2 100 168 223 366 684 861 1174
3 165 243 367 609 129 1460 2062
4 246 359 556 923 1710 1746 496
5 344 515 782 1250 2419 2160 1561
6 457 710 1047 1700 2648 2676 NA
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VE MOP yi }E A
2 G #CL O a 0 A
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* Altman, E.I., 1989, 8 0 3 ¥ } I v (VIR
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H Neo
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[
5 10 5 10 5 10
Elton et 3.50 8.00 11.40 17.80 20.90 34.70
al. 2001~ 72.60 58.00 48.00 44.10 29.00 28.40
19.40 27.60 33.00 30.90 40.70 30.00
[ 4.50 6.40 7.70 7.20 9.40 7.00
" Agrawal, D., Elton, E., Gruber, M., and Mann, C., 2001& o 3 ¥ }# 1 -
WS O gMENT 17 247-277 247 A

P321 Figure 7.3 SSE Composite Index (Shanghai) price changes and spread of emerging market
bonds. (Daily, January 1 — March 30, 2007)
7.3 3% RE T | vk e t. e ° 1 1 —2007 3 30

~ ~

Corporate bond spread (bps) o 3 V |—¢

Definitions:

1. Bond spread = FTSE Euro denominated emerging market bond index, all maturities (FTSEEURO
EMERGING MARKETS ALL MATS - RED. YIELD) less FTSE German government bond index, all
maturities (FTSE GLOBAL GOVT. BD ALL MATS.(E) - RED. YIELD)

2. SSE Returns = (SSE(t + 1) — SSE(t))/SSE(t) where SSE is the *‘Shanghai SE composite — priceindex’
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from Data stream.

Source: Datastream

H
1. ¥ fz = H E 1 vE o [ (FTSEEURO EMERGING MARKETS
ALL MATS - RED. YIELD)— vE o [ (FTSE GLOBAL GOVT.BDALL
MATS.(E) - RED. YIELD).
2. 3t = SSE(t + 1) — SSE(t))/SSE(t) i 't~ [I:: Fo. —04  Datastream E

* DatastreamA

P322 75 . H # Ne

é
0 H # ~ W - b 10
14 3 H
" 15
AAA 82.7 35.1 3.8 11.7 47.6 - 16.4 66.3 0.77%

AA 91.6 35.1 4.8 194 56.5 0.3 91.9 0.99% | 51.31%
A 105.7 35.0 7.6 27.1 70.7 9.7 1154 | 1.55% | 51.31%
BBB 152.3 34.0 21.6 68.4 118.3 18.7 171.0 | 4.39% | 51.31%
BB 339.9 30.9 1059 | 247.9 | 309.0 =7 3 332.6 | 20.63%
B 535.9 23.6 2405 | 478.7 | 5123 11.9 547.8 | 43.91% | 51.31%
AAA | 100.0% | 42.4% | 4.5% | 14.1% | 57.6% | -19.8%
AA | 100.0% | 38.3% | 53% | 21.2% | 61.7% | 0.3%
A 100.0% | 33.1% | 7.2% | 25.6% | 66.9% | 9.2%
BBB | 100.0% | 22.3% | 14.2% | 44.9% | 77.7% | 12.3%
BB 100.0% | 9.1% | 31.1% | 72.9% | 90.9% -2
B 100.0% | 4.4% | 44.9% | 89.3% | 95.6% | 2.2%

Source:Cremers, M., Driessen, J., and Maenhout, P., 2007, Explaining the level of credit spreads:
option-implied jump risk premia in a firm value model, Review of Financial Studies, forthcoming, 1 — 48,
Tables 1 and 5, page 42.

: Cremers, M., Driessen, J. and Maenhout, P., 2007, é H # E
E EV I 4 FT T 1-48 1 5 42 A
14 H =z s E A - WL T E -
- 11 = 21+ 517
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P327 Figure 7.4 Iridium 13 percent 07/05 bond: yield to maturity (YTM) 1/2/98 — 1/14/00
7.4 13% 07/05v |' | S YTMT 98 1 2 -2000 1 14
Source :Bloomberg as of January 14, 2000.
22000 1 14 \
P328 Figure 7.5 Global star 11.25% 06/04 bond: yield to maturity (YTM) 1/2/1998 — 3/2/2001
7.5 Global star 11.25, 06/04% |}* | " YTM™ 1998 1 2 -2001 3 2
Source:Bloomberg as of June 29, 2000.

12000 6 29 \ A

P329 Figure 7.6 Europe: mean impact of CRA decisions on cumulative abnormal stock returns

(1990 - 2004)
7.6 : "6 (1990 - 2004)

Note : Thex -axis represents the number of days around the event, with 0 denoting the event date.
" THEX Hup "0 Hup A

Source:lankova, E., Pochon, F., and Te"iletche, J., 2006, Impact of agencies’ decisions: comparison of

French equities and international experiences, Autorit’edesMarch’es Financiers , January, 1 — 42, page 17.

" lankova, E., Pochon, F., and Te"iletche, J., 2006, & _ '

1" Autorit'edes March'es 1 1-42 17 A

P330 Figure 7.7 USA: mean impact of CRA decisions on cumulative abnormal stock returns (1990

—2004)
7.7 : "6 (1990 - 2004)

Note : Thex -axis represents the number of days around the event, with 0 denoting the event date.
" THEX Hup "0 Hup A

Source: lankova, E., Pochon, F., and Te"iletche, J., 2006, Impact of agencies’ decisions: comparison of

French equities and international experiences, Autorit’edesMarch’es Financiers , January, 1 — 42, page 18.
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P336 Figure 7.8 Fitch US high-yield default index: industry default rates (1980 — 2006)
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Source: Mancuso, P., Rosenthal, E., and Verde, M., 2007, The shrinking default rate and the credit
cycle — New twists, New risks, Credit Market Research : Fitch Ratings, February 20, page 3.
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P338 Figure 7.9 Cumulative 5-year issuer weighted default rates by annual cohorts of Aa, A, and

Baa corporate bonds (1970 — 2000)
79 AA A Baa E vV} 5 b . v ~ 1970 - 2000”
Source: Cantor, R., Hamilton, D.T., Ou, S., and Varma, P., 2005, Default and recovery rates of

corporate bond issuers, 1920 — 2004, Special Comment: Moody’s Investors Service, January, Report91233,

1 - 40, Exhibit 26, pages 22 — 32.

' Cantor, R., Hamilton, D.T., Ou, S., and Varma, P., 2005, 8 0 3 ¥ |0 i T
1920 ——2004 -~ # ‘ F'E* " 1 ~ 91233 T 1-40 26
22-32 A

Relative scale-default rates for the same rating grade and same time horizon change over time. Higher
rating grade is linked to lower default rates with exceptions in some years
i A v
Mo A
P339 Figure 7.10 S&P Three-year relative corporate ratings performance (1981 — 2006)

7.10 %o B ~ 1981 -2006 ~

LR
23

Cumulative Proportion of Rated Universe, %

P %

Source: Standard & Poor’s Global Fixed Income Research; Standard & Poor’s Credit Pro

' %0 n ' %0 F3 A

P340 Figure 7.11 S&P relative corporate ratings performance (1981 — 2006)

711 %o "B ~ 1981 -2006 ~

Source: Standard & Poor’s Global Fixed Income Research; Standard & Poor’s CreditPro

' %0 n ’ %0 F3 A

P341 7.8 b %0 © 1981 - 2006™
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P341 Figure 7.12 Moody’s 1-year Lorenz curve
7.12 1 J
Source: Cantor, R., Hamilton, D.T., Ou, S., and Varma, P., 2006, Default and recovery rates of

corporate bond issuers, 1920 — 2005, Special Comment: Moody’s Investors Service, January, Report 96546,

1 - 52, Exhibit 9, page 11.

" Cantor, R., Hamilton, D.T,, Ou, S., and Varma, P., 2006, € 0 3 ¥ |0 . i I

1920 —2005 ~  # ‘ FE*~ 1 ~ 96546" Y152 9 11 A
P342 79 n i+ ~ _ ™ 1981-2006"

1 AAA AA A BBB BB B CCC/C D NR
AAA 88.34 7.84 0.47 0.09 0.09 0 0 0 3.17
AA 0.59 87.31 7.54 0.57 0.06 0.10 0.02 0.01 3.79
A 0.05 2.00 87.39 5.47 0.40 0.15 0.02 0.06 4.46
BBB 0.01 0.15 3.98 84.17 4.14 0.73 0.16 0.24 6.42
BB 0.03 0.06 0.22 5.18 75.71 7.20 0.84 1.07 9.69
B 0 0.05 0.18 0.30 5.78 72.77 4.10 4.99 11.83
CCcCIC 0 0 0.26 0.39 1.10 11.15 47.49 26.29 13.34

3 AAA AA A BBB BB B CCC/C D NR
AAA 53.57 23.85 5.01 1.06 0.13 0.13 0.03 0.30 15.92
AA 1.75 51.00 24.05 4.25 0.66 0.39 0.04 0.34 17.52
A 0.13 5.62 53.01 15.49 2.58 1.02 0.18 0.73 21.24
BBB 0.07 0.81 10.57 46.23 8.75 3.08 0.53 2.97 26.99
BB 0.03 0.15 1.59 12.32 27.49 10.87 1.63 11.42 34.49
B 0.03 0.07 0.58 2.07 10.06 20.41 2.90 25.73 38.14
CCcC/C 0 0 0.29 1.18 2.95 9.64 3.93 51.13 30.88

5 AAA AA A BBB BB B CCcC/C D NR
AAA 53.57 23.85 5.01 1.06 0.13 0.13 0.03 0.30 15.92
AA 1.75 51.00 24.05 4.25 0.66 0.39 0.04 0.34 17.52
A 0.13 5.62 53.01 15.49 2.58 1.02 0.18 0.73 21.24
BBB 0.07 0.81 10.57 46.23 8.75 3.08 0.53 2.97 26.99
BB 0.03 0.15 1.59 12.32 27.49 10.87 1.63 11.42 34.49
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B 0.03 0.07 0.58 2.07 10.06 | 20.41 2.90 2573 | 38.14
ccceic 0 0 0.29 1.18 2.95 9.64 3.93 5113 | 30.88
7 AAA AA A BBB BB B cccelc D NR
AAA | 4295 | 2616 | 7.30 1.96 0.22 0.07 0.07 0.55 20.71
AA 1.88 4041 | 2667 | 561 0.89 0.33 0.02 0.59 23.60
A 0.14 5.92 4376 | 1647 | 3.19 1.16 0.18 1.29 27.89
BBB 0.11 113 1125 | 3729 |8.08 2.90 0.43 4.19 34.62
BB 0 0.16 2.02 1261 |1821 |876 1.03 1536 | 41.86
B 0.01 0.05 0.82 2.65 8.24 1219 | 185 2969 | 44.50
cceic | o 0 0.41 1.63 3.25 5.96 217 5054 | 36.04
% N Y %  F3 A
P344 7.10 3 "~ 1978-2007 2 ~
M b v( EV ( (%) EV v (%)
" H) ©H) (" 'H
2007Q2 1053 900 2 689 0.26 84.0
2006 993 600 7 559 0.76 0.30
2005 1073 000 36 209 3.38 61.1
2004 933 100 11 657 1.25 57.7
2003 825 000 38 451 4.66 455
2002 757 000 96 858 12.79 25.3
2001 649 000 63 609 9.80 255
2000 597 200 30 295 5.07 26.4
1999 567 400 23 532 4.15 27.9
1998 465 500 7 464 1.60 35.9
1997 335 400 4 200 1.25 54.2
1996 271 000 3 336 1.23 51.9
1995 240 000 4 551 1.90 40.6
1994 235 000 3 418 1.45 39.4
1993 206 907 2 287 111 56.6
1992 163 000 5 545 3.40 50.1
1991 183 600 18 862 10.27 36.0
1990 181 000 18 354 10.14 23.4
1989 189 258 8 110 4.29 38.3
1988 148 187 3 944 2.66 436
1987 129 557 7 486 5.78 75.9
1986 90 243 3 156 3.50 345
1985 58 088 992 1.7 459 13.69
1984 40 939 344 0.84 486 12.23
1983 27 492 301 1.09 55.7 10.11
1982 18 109 577 3.19 38.6 9.61
1981 17 115 27 0.16 12.0 15.75
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1980 14 935 224 1.50 211 8.43
1979 10 356 20 0.19 31.0 10.63
1978 8 946 119 1.33 60.0 8.38
1978 - 2006 3.46 44.41 10.84 2.34
1 1978 - 2006 4.26 2.94
A b’ A b a 2002 9.3, © 2003 1.82.
2004 059, ~ 1.56, © 2005 & 2006 0322, © 2007 2 0.054, A
* Altman, E., and Karlin, B.J., 2007¢ v b b ¥ F'2007 N T v
F - T ~1-25 11 A
P346 7.11 KMV T8 " 1994 2005 ~
v
1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005
Aaa 0.021 0.020 0.020 0.020 0.020 0.020 0.023 0.028 0.035 0.022 0.020 0.020
Aal | 0.030 0.026 0.026 0.026 0.026 0.028 0.052 0.064 0.058 0.033 0.026 0.026
Aa2 | 0.035 0.030 0.030 0.030 0.030 0.033 0.080 0.096 0.074 | 0.042 0.030 0.030
Aa3 | 0.051 0.041 0.037 0.034 0.039 0.051 0.121 0.134 | 0.103 0.063 0.038 0.033
Al 0.072 0.057 0.047 0.039 0.050 0.077 0.182 0.188 0.144 | 0.095 0.049 0.036
A2 0.104 0.079 0.058 0.045 0.065 0.116 0.275 0.263 0.202 0.145 0.064 0.040
A3 0.132 0.101 0.078 0.060 0.092 0.176 0.366 0.336 0.253 0.181 0.080 0.048
Baal | 0.167 0.130 0.104 0.081 0.131 0.267 0.487 0.429 0.316 0.225 0.101 0.058
Baa2 | 0.212 0.167 0.140 0.110 0.185 0.405 0.650 0.549 0.395 0.281 0.128 0.070
Baa3 | 0.311 0.254 0.217 0.177 0.304 0.600 0.842 0.717 0.524 0.376 0.160 0.089
Bal 0.457 0.385 0.338 0.286 0.499 0.894 1.091 0.936 0.694 0.503 0.201 0.113
Ba2 0.669 0.585 0.525 0.461 0.819 1.338 1.415 1.223 0.920 0.673 0.253 0.144
Ba3 0.975 0.872 0.772 0.712 1.216 1.887 2.048 1.844 1.323 1.002 0.392 0.225
B1 1.420 1.301 1.137 1.099 1.805 2.664 2.978 2.784 1.903 1.491 0.608 0.351
B2 2.070 1.941 1.678 1.696 2.681 3.763 4.354 4.213 2.741 2.221 0.942 0.550
B3 4,173 4.000 3.626 3.652 4.866 6.210 6.831 6.684 5.011 4,311 2.466 1.720
Caal | 8.419 8.244 7.846 7.874 9.006 10.266 | 10.757 | 10.641 | 9.205 8.494 6.468 5.399
Caa2 | 17.000 | 17.000 | 17.000 | 17.000 | 17.000 | 17.000 | 17.000 | 17.000 | 17.000 | 17.000 | 17.000 | 17.000
Caa3 | 17.946 | 17.946 | 17.946 | 17.946 | 17.946 | 17.946 | 17.946 | 17.946 | 17.946 | 17.946 | 17.946 | 17.946
Ca 20.000 | 20.000 | 20.000 | 20.000 | 20.000 | 20.000 | 20.000 | 20.000 | 20.000 | 20.000 | 20.000 | 20.000
C 20.000 | 20.000 | 20.000 | 20.000 | 20.000 | 20.000 | 20.000 | 20.000 | 20.000 | 20.000 | 20.000 | 20.000
© 1994 3 -12 '2005 T 1 -11 A
' A







AA 000 |000 |005 |004 |001 |001 |000 |000 |002 |0.00
000 |000 |000 |005 |009 |010 |011 |011 |011 |013
A 000 |003 |001 |004 |003 |004 |002 |003 |006 |0.00
0.00 0.00 0.03 0.04 0.08 0.11 0.15 0.17 0.20 0.26
BBB 023 |219 |106 |045 |044 |021 |010 |011 | 007 |0.23
023 |023 |241 |345 |388 |431 |454 |463 |474 | 480
BB 067 |141 |250 |127 |147 |065 |09 |048 |085 |1.25
0.67 0.67 2.07 4,52 5.73 7.12 7.72 8.55 8.99 9.76
B 1.83 4,74 4.92 5.49 3.90 2.37 2.56 1.34 1.03 0.61
1.83 | 1.83 |6.48 |11.08 | 1597 | 18.37 | 19.24 | 21.31 | 22.36 | 23.16
ccc 544 | 1110 | 1350 | 846 |290 |7.00 |434 |441 |051 |3.01
544 | 544 | 1594 |27.38 | 33.44 | 3537 |39.89 | 4250 | 45.04 | 45.32
* Altman, E.l., and Ramayanam, S., 2007, & v |- * 2006 b
" F ' T ° 1 13 23 A 1777
A Y % B ~  Altman, E.I. Iy
P350 714 n i o 3 12 @ :1984-2007 2007
" 1984 - 2007
L Aaa Aa A Baa Ba B Caa Y
7
Aaa 98.64% | 0.24% 0.07% 0.02% 0.01% 0.01% 0.01%
Aa 6.17% 91.56% | 1.50% 0.44% 0.11% 0.09% 0.13%
A 1.30% 3.73% 91.61% | 2.26% 0.62% 0.24% 0.23%
Baa 0.44% 0.58% 2.86% 90.68% | 2.72% 1.44% 1.29%
Ba 0.16% 0.09% 0.56% 0.41% 2.29% 3.33% 4.56%
B 0.06% 0.05% 0.09% 0.41% 2.29% 87.22% | 9.88%
Caa etc 0.03% 0.09% 0.11% 0.62% 99.15%
ES * 1984 - 2007
C Aaa Aa A Baa Ba B Caa Y
7
Aaa 92.80% 6.92% 0.02% 0.00%
Aa 1.27% 91.43% 6.96% | 0.27% 0.05% 0.02% 0.01%
A 0.07% 2.96% 90.97% | 5.28% 0.56% 0,11% 0.04%
Baa 0.05% 0.21% 5.38% | 88.32% 4.54% 1.00% 0.51%
Ba 0.01% 0.06% 0.44% | 6.48% 81.50% | 9.52% 1.99%
B 0.01% 0.05% 0.19% | 0.41% 6.13% 81.66% 11.54%

550



H [

Caaetc ‘ ‘ 0.03% | 0.04% ‘ 0.20% 0.69% | 11.19% | 11.19%
‘2007
C ( Aaa Aa A Baa Ba B Caa Y
n
Aaa 99.58% | 0.20% 0.07% | 0.06% 0.05% 0.02% 0.02%
Aa 3.65% 93.66% | 0.99% | 0.60% 0 .44% 0.21% 0.45%
A 0.69% 3.19% 82.45% | 6.92% 3.69% 1.50% 1.56%
Baa 0 .36% 0.22% 1.96% | 76.10% 6 .87% 7 .28% 7.20%
Ba 0.25% 0.09% 0.16% | 1.61% 76.01% | 5.91% 15.98%
B 0.14% 0.07% | 0.21% 1.57% 91.66% | 6.36%
Caaetc 0.17% | 0.17% 0.17% 0 .51% 98.99%
E” * 2007
C ( Aaa Aa A Baa Ba B Caa Y
n
Aaa 95.88% | 4.12%
Aa 452% 91.16% | 4.12% | 0.10%
A 9.93% 87.27% | 2 .62% 0.06%
Baa 1.19% 7.36% | 88.55% 3.63% 0.28%
Ba 0.19% | 8.38% 88.62% | 7.05% 0.76%
B 0.10% 0.20% 6 .30% 83.84% | 9.55%
Caaetc 15 .98% 84.02%
“" # M0 ’ pA 6 [ * ABS CDO CMBS1 RMBS
, F-) A
' FET T 2008 ~é 1983-20071" #
2 T 1-714 A

P31 715 pn SF CF 1

y n o3
2007 1984-2007 2007 1984-2007
7.40% 2.34% 8.72% 13%
1 2.21% 2.47% 18.67% 9%
- o ¥ 3.35 0.95 0.47 1.38
1 7 o ¥ 42.63% 9.40% 13.12% 24%
) o ¥ 5.03% 5.88% 26.45% 14%
. o ¥ - 8.47 1.60 0.50 1.64%
37.59% - 3.52% 13.33%
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47.66% 15.28% 39.57% 39%
90.39% 95.19% 72.61% 76%
1 5.76 4.01 1.50 1.79%
v # Mo A
17 " We n #° Y A . N [ Wae o
p- v : ¢~ ~3 w L
k “A 1Ty A 0 F FOA
4 Y7 W Ap ~ W @
" H FlE  Nbwu NoA

Weighted Downgrade (Upgrade) Rateis computed as the number of securities downgraded (upgraded),

weighted by the number of total notches changed per downgrade (upgrade) per year, divided by the total

number of outstanding securities at the beginning of the 12-month period™

b " %e 1n Baall B1, 12 @ [N v
v A
Hbw v 3 i QW A
Huv A vty A
D~ ) pbi A E w 1- A
A
1983-20071° # T2 " 1-74

' FE® Y 2008 A&

P352 Figure 7.14 Cumulative frequencies of transition into the lowest rating category (Caa or

below) from investment grade (1G)

714 ¢ " IGT [ v £ CAA Y I~

Source: Moody’s Investors Service, 2003. Structured finance rating transitions 1983-2002, comparison with
corporate ratings and across sectors, Special Comment, January, 1 — 32, page 7.
' F'ET 2003 A 1983-2002 1"é o 3
™ £ -1 -1-32 7 A
Rating categories 1983-2002 (broad rating category based, adjusted for withdrawn ratings; for corporate

ratings, defaults are merged into the Caa or below category)
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# 1983-2002 # u - FE - . [ Caa YW
2~
Figure 7.15 Cumulative frequencies of transition into the lowest rating category (Caa or below) from

below investment grade (BIG)
715 [ v £~ CAA Y W~

Source: Moody’s Investors Service, 2003. Structured finance rating transitions 1983 — 2002, compari-son
with corporate ratings and across sectors, Special Comment, January, 1 — 32, page 8.

' F'ET 2003 A 1983-2002 E"

™ £ ~1 °1-32 8 A
Rating categories 1983-2002 (broad rating category based, adjusted for withdrawn ratings; for corporate

ratings, defaults are merged into the Caa or below category)

# 1983-2002 % u - I = v [ Caa Y I
#£"A
P353 716 b HUG Ne " 1971 - 2002~
A 1 6@
Ne Ne Ne

AAA 5 0.0% 0 0.0% 0 0.0%

AA 27 1.7% 0 0.0% 0 0.0%

A 115 7.1% 12 0.9% 14 1.1%

BBB 228 14.1% 127 9.6% 120 9.9%

375 22.9% 139 10.5% 134 11.0%

BB 174 10.8% 190 14.4% 184 15.1%

B 882 54.5% 630 47.7% 566 46.5%

ccc 176 10.9% 320 24.2% 278 22.8%

cc 10 0.6% 31 2.3% 45 3.7%

C 1 0.1% 8 0.6% 7 0.6%

D 0 0.0% 4 0.3% 4 0.3%

1243 77.1% 1183 89.5% 1084 89.0%

1618 100% 1322 100% 1218 100%

' %o vE A

* Altman, E.I., and Bana, G., 2003, & v b 1" 2002 ~ s v
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T ° 3 T2 7 164 7 48 A
P354 Figure 7.16 Rating distribution of defaulted issues at various points prior to default (1983 —
2006)
7.16 b HQ Ne ~ 1983 -2006"
Source: Cantor, R., Hamilton, D.T., Kim, F., and Ou, S., 2007, Corporate default and recovery rates, 1920 —

2006, Special Comment: Moody’s Investors Service, February 27, Report 102071, 1 — 48, page 6.

Cantor, R., Hamilton, D.T., Kim, F., and Ou, S., 2007,& o 3 1° 1920 -2006

R ' F'ES 2 27 ~ 1020717 v 1-48 6 A

P358 Exhibit 7.1 Selected Asian sovereign ratings (long-term foreign currency) from December

1993 through the first upgrade after the crisis.

71 N h " o 1993 12 < W 1 A
T
1993 12 31 A3 BBB
1997 5 14 BBB+
v' 1997 7 2
1997.12.11 A-
1998.12.22 A-
1999.7.20 BBB
2004.2.18 BBB+
1993 12 31 A3 A
1994 8 10 AA-
1995 8 9 A+
1997 5 14 A+
v ' 1997 7 2
1998 8 31 A
2001 2 8 A+
2001 6 25 AA-
4
1993 12 31
1994 5 14 AA- Baa3 BBB-
1995 4 18 BBB
1997 6 4 BBB-
v 1997 7 2
1997.10.10 BBB-
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1999 2 12 AA+

1994 3 24 Aa3

v ' 1997 7 2

2001 7 26 AA

2001 11 19 A+

2002 11 17 AA-

1993 12 31 A2 A-

1994 12 29 A

1997 4 18 A3 -

v ' 1997 7 2

1997 9 3 A

1997 10 1 Baal

1997 10 24

1997 11 27 Baa3

1997 12 21 Bal

1998 11 8 BBB-

1998 5 14 BB+

1999 6 24 BBB-

2000 6 22 Baa3

2003 10 8 BBB

' * Fitch Ratings™ 2006 ~é h AT 1" 8 25 | Cavanaugh, M.,

and Daly, K., 2006, & 1975 y h H AT C %o 9 11 ~ 1-19
3 19 ° F'E* - 2005 ° @ AT Y12 14 A

P360 Figure 7.17 Selected Asian sovereign Moody’s LT foreign currency ratings (Dec. 1993 — Oct.
2003)
7.17 Ne h 1993 12 -2003 10 ~
Source: Moody’s Investors Service, 2005, Ratings History on China, Hong Kong, Indonesia, Korea, Taiwan,
and Thailand , December 14.
' F'ET T 2005 @ ATy: T A a+ a a’ T

12 14 A

P365 Exhibit 7.2 Sample of Moody’s publications discussing the deterioration of the subprime

mortgage sector before 2007

7.2 2007 | e R = o

2005
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5 2006.11.28 — [ RMBS”
x "HNe ~ P30 Ne Ne
3 (tn 3 "L)YA(1)
7s' —b 3 2 ) s
Y v s F bw nE
7 S ZA (1)
* Kanef, M., ” H — F~ 2007 - éH
H b I 26 a TR 3
v 1-34 2 32 Db "HA
P376 Exhibit 8.1 History of growth of CRA industry
8.1 3 A
|L
L
1832 1849 1841 1849
The first
Poor’s Manual mercantile H (John Bradstreet
~ 1859 agency)
Robert Dun
W ~ 1909 - 1943™ H 3
1909 1916 1930 1933 1941
¥ "% E | gy "D b F
3 + A John
Knowles Fitch = B
\E’;(
2 " 1944 - 1969™ y
1962
|_ \ER
1970 1975 1995 2000
T 3 F " Duft
0 0 W wn E &Phelps Credit Rating
~ FimalacSA W Ne Co.
"~ NRSRO”
4 (2002- Y - 0 AH v




P377 Figure 8.1 Growth of the ratings business (1970 — 2006).
8.1 3 F (1970 - 2006)
Source: Moody’s Investors Service, 2007, Corporate Default and Recovery Rates, 1920-2006,
' F'E® ~ 2007 ~ o3 Y1920 2006 A
P381  Figure 8.2 US stock market volatility (1986 — 2007).
8.2 * (1986 - 2007).
Source: Chicago Board Options Exchange.
o ‘ A
P383 Figure 8.4 European securitization issuance (2001 — 2006).
8.4 F &6 ~ 2001 -2006 ~A

P385 Exhibit8.2 Rating agencies around the world (2006)

8.2 p X ~ 2006 “~
h NeE™ WHU WHY
. TK
1 9 20 25 6 4 4 30
1 22 23 7 4 29
2 17 27 37 8 15 12 46
A.M. Best 1 1
Egan-Jones 1 1
Dominion Bond | 1 1
Rating
WeissRatings 1 1 1
GovernanceMetrics 1
£
Lace Financial 1 1 1
Gv %~ H 1 1 1 3 3 3
W i H 1 1 1
CofaceRating 1 1
R@SRating Services
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URA
UNTERNEHMENS

RATINGAGENTUR
AG

EuroRatings AG

Global Rating

Companhia
Portuguesade Rating

Rus-Rating

Expert RA Rating
Agency

IC Rating — Rating

Information center

Swiss Public
Financial
Rating SA:

ComRating

CoreRatings

Credit-Rating

JCR VIS Credit
Rating

I )

Wlkr|[k |k

Credit Rating Agency
of Bangladesh
(CRAB)

Vishal Group Limited

Rapid Rating Pty Ltd.

Sino-Hawk Credit
Rating Co., Ltd

China Linhe Credit
Rating Co., Ltd

Great Wall Credit
Rating Co.

Shanghai Far East
Credit Rating Co.,
Ltd

Mikuni & Co., Ltd

Japan Credit Rating

Kazkommerts
Securities

Rating Agency
Malaysia (RAM)

Malaysian Rating
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h G 3
NA NA NA 0 24 100 44 55 73
/| 42 88 100 2 19 100 12 62 64
Tk /
0 100 0 0 40 100 8 46 75
20 100 70 0 0 100 5 43 59
NA NA NA 0.38 24 100 35 55 71
G M - 0 3a - - - X oy 0
- G @ A
1. NAL E A
2. G W r M W | Lbuwae
b " Huw E @ Y ~ p NI L b
r L A
3. G HF -~ CPAX z7 Y OLOFru G # b T
We 0O VF - A
* Estrella, A., 2000,& H H a I’ v H 3
b o' v 8 1186 33334 A

P388 Figure 8.5 Revenue comparison of three major CRAs (1998 — 2005).

8.5 2 ~ " 1998 - 2005~
Notes:
1. Given that only the consolidated revenue is disclosed for S&P, comparable revenue of S&P
for 2005 has been estimated from Moody’s September 2006 presentation and extrapolated to
previous years in the same ratio (approx. 74% of total)
2. Total Revenue for top 3 CRAs has been obtained by adding the reported revenues of Moody’s
and Fitch and the comparable revenues for S&P

3. CAGR is the Compound Annual Growth Rate of the $ million value

1. G7 %o Y %o 2005 - C 2006 9 T

2 D ¥ A\ ~ 74%™ A
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2. L3 Ty %o ~ v A
3. . Yy H A

Sources: Annual Reports; Moody’s Investors Service, 2006, Investor Presentation, September

' ’ FET T 2006 S wo 9 A
P390 8.2 n ~ 2006 NRSRO H
0 A NRSRO o3 °
M M
1909 1975 1962 E*" D B
FE 2000 ' D BNe W B E”
~ 2002 KMV
% ~ S| 1916 1975 1941 ~ F EE b % E .,
P~ E % (S P)
1966 McGraw-Hill'E® W @
2000 ¥ v b FES
2002 ¢ Default Filter
1924 F | 1975 1997 F'E® LP
- ~ B “~ b SAFIMALAC FIMALAC™ ., ~
IBCA E BgJd Y
2000 Duff & Phelps Credit Rating Co.
6 1 < Fitch-IBCA Duff & PhelpsA
2000 Bankwatch’ Y
" Fitch Ratings™
2002 NetRisk H
2004 Algorithmics E™ ~ -
" Fitch Ratings”™
Algorithmics
2006 ° 20, o Hearst
Duff & 1982 1982 1991 McCarthy Crisanti & Maffei, Inc.
Phelps 2000
McCarthy 1975 1983 1985 Xerox Corporation
Crisanti & 1991 Duff & Phelps
Maffei, Inc.
IBCA 1978 1990 1991 FIMALAC A
Limited 1997 ' b " Fitch Ratings™ ,
and its
subsidiary,
IBCA, Inc.
Thomson 1974 1991 1989 Keefe, Bruyette and Woods to
BankWatch, Thomson ¥
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Source: The McGraw-Hill Companies, Annual Reports, 1998 through 2005.
* The McGraw-Hill 'E* |  1998-2005 A

P394 Exhibit 8.3 Size comparison of leading CRAs, 2007

8.3 (M) © 2007
n / M Ne © 7 Ne O/S
U
n >1321H Ne 113 000 ‘E”
>154000
h  >108000 SF 0
n >1422H  Ne 77900 @ o 3
>976 000
h
187600 SF 0
n >1165H Ne 83436 0 3
>765699 h
>70731 SF O
' " Fitch Ratings™ ' http://www.fitchratings.com; FES )
http://www.moodys.com; %o " http://lwww.standardandpoors.com” NRSRO 6

8A
P397 Figure 8.8 Moody’s growth
8.8
Notes: Total reported figures of the company, i.e. includes Ratings, Research and Risk Management
Products (i.e. KMV); CAGR is the Compound Annual Growth Rate of the $ million value.
CE" Yo v a 1 Y0 KMV Wy
H A
Source: Moody’s Corporation, Annual Reports, 1998 through 2005.
' E" 1998 2005 A
P398 Figure 8.9 Moody’s geographical contribution to total revenue.
8.9 \ ~ A
Notes: Histogram heights represent Total Reported Revenue in $ millions (i.e. Sum of Ratings, Research
and Risk Management Products Revenue); Revenue from Europe is included in ROW prior to 2002 due to

lack of availability of separate data; Figures in histograms are percentage contribution of the Geographical

Segment Revenue to Total Revenue and add to 100; CAGR is the Compound Annual Growth Rate of the
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P403  Figure 8.12 Fitch segment-wise contribution to ratings revenue.

8.12 Ne - A

Notes: Histogram heights represent Ra tings Revenue in EUR millions (Tota | Reported Revenue less
Research and Risk Management Products Revenue); Figures in histograms are percentage contribution of
the Product Segment Revenue to Ratings Revenue and add to 100; CAGR is the Compound Annual Growth

Rate of the EUR million value.

| i

Ne

Sources: Fimalac SA, Annual Reports, 1999 through 2005; Fimalac SA, 2006, Investor Presentation ,

March 16, 1 - 74.

RA

Ne '’

Y

ao

v A

* Fimalac SA, 1999 2005 ' Fimalac SA, 2006, © 3
1-74 A
P413 8.3 Uk o3 = 2000 2007 “~A
( "H) 2007 2000
v b A 43500 “H A 23750 "H
A 5 "H 45 A4 7V 3 "H
3.25
i1t 3a - 5. "H|i T 2a - 5.
0 0
43500 "H 23750 H
372000 "H 189000 "H
25300 “H 0
' F'E* © 2000 ~é M—o31”1 ~1-3
F'EY © 2007 0 MY 1 1-2A
A W 0 A

P 420 Figure 8.13 Moody’s market capitalization and share buy-backs (2000 — 2007).

8.13 EVI M ~ 2000 - 2007"A

Source: Thomson Datastream.

Thomson Datastream.
P421 Figure 8.14 Stock price evolution of Fimalac, McGraw-Hill, and Moody’s and some indices
(2000 - 2007).

8.14 FIMALAC McGraw-Hill Yiw E . " 2000 -2007"A
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AAA 1 20% 0% 20% 20% 20% 20%
AA+ 2 20% 0% 20% 20% 20% 20%
AA 3 20% 0% 20% 20% 20% 20%
AA- 4 20% 0% 20% 20% 20% 20%
A+ 5 50% 20% 50% 50% 20% 50%
A 6 50% 20% 50% 50% 20% 50%
A - 7 50% 20% 50% 50% 20%
BBB+ 8 100% 50% 100% 50% 20% 100%
BBB 9 100% 50% 100% 50% 20% 100%
BBB- 10 100% 50% 100% 50% 20% 100%
BB+ 11 100% 100% 100% 100% 50% 350%
BB 12 100% 100% 100% 100% 50% 350%
BB- 13 100% 100% 100% 100% 50% 350%
B+ 14 150% 100% 100% 100% 50% :
B 15 150% 100% 100% 100% 50%
B - 16 150% 100% 100% 100%
CCC+ 17 150% 150% 150% 150% 150%
ccc 18 150% 150% 150% 150% 150%
CCC- 19 150% 150% 150% 150% 150%
cC 20 150% 150% 150% 150% 150%
C 21 150% 150% 150% 150% 150%
100% 100% 100% 50% 20%
! k
9
A 1/P
A 2/P
A 3/P
[T
~ W 4 % 4 A %o H a Wer A
‘ WY 2004 “é %o “ ok I
- Y6  1-251 15-19 ~ 120A

P470 Exhibit 10.1 Principles for the activities of credit rating agencies (2004)

101 H
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P471  Exhibit 10.2 Measure 1.7 of the quality of the rating process in the revised IOSCO Code of

Conduct (2008)
102 k W W (2008) T 1.7
1.7 Gi H TA _ 0
v T - v A¥F “uwa G W
@ T° w 7 H A 0 Y B Ne
l We H A T W T L N-
( Ve < iy B A

1la P203 Exhibit5.1 France Telecom acquisitions history (1996-20021)

51 H A 7 1996-2002 1 ~
€ R p 2
1996
1 Atlas—— H 4. 6\ Atlas 3. Atlas 1 3
Global one 7 v 7’ Vi1 e
“H ‘H Atlas 1 8V 4
1 3 ‘H 2
V1 M2 H
H
Sprint 14 2 A
M5 0 G
F "H 10,
1997
1 Cl- H n 1. 6\ 51,
7 Sonata H p 9V 9 33.33%
¥ ©"H M
12 Casema H 4 6 n
H
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SEMA 1V 8
E "H 22.56%
Y
SGS
16.9%
Optimums N 5\ 5 b E
©H 20%
M
1998
7 Oda * 3. 6\
6
H
7 2. 4N 9%
h 5 M
H
HE™ H
ECMS N
23.5% M
Estelle Sot H
33.9% M
17.5%( v
32.5%-50%
M)
8 Nortel Inversora EE G
58.3,
H
£
4 Crown Castle 1. 9V M Y
7 Int’l 5 °
Corporation “H
Sprint 1. 5\ Moy 10.0%
5 Sprint
F "H | PCS
1.12.
H
FON
F 4
M3
H
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REMU 1. 6 My
oy
Catalana AV M Y
H
Wind 1. 4V M Y
6
H
Intelig 1. 3\ M Y
Cy
Mobil Rom 8\ 4 My 51% ab
©H v [ 16.8%
v  67.8%
Alapage.com F 4V 9 My
Cy
2000
5 Orange 216 My 100.0% HO
M3 v 215, H
"H G 2001 3
NTL ae 53. 9 Moy [ FA
- v o7 Woooe
H i
#
3 Atlas-Global 4. 5 M Y 100.0%
One M 5
H
3 MobilCom 7™ M Y 28.5%
4
H
10 TPSA 34 . M Y 25.0%
Vo1
H
11 Orange 12 . 2000 42.5%(0 b W o N
Communication M 02 4\ v 37.5, a_Orange SA
sSA “H 1 85, ) B ™
H Ve i
Orange SA
V)
7 BITCO( 3. 8\ M Y 34.0%
Orange PlIc) 8
H
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3. 9 My 40.0%
oy
7 H 20 7 vy 18.9%
M 6
H
2000 12
31
- g
T 11
VEpPA
7 Wind(t 1. 9 Moy
Deutsche ' "H
Telekom M
)
9 TPSA 6. 7V M Y 33.9%
PTK CenturyTel 9
@b ) H
2\ M Y
4
H
11 Orange SA 2. 3V | 1. 7U 5 | 1475%( &
“H Lc 8, v
H y MV 99.75, )
o 5V 9
Cy
2000
0
ECMS/Mobinil( 2. 5 My 25.15%( @
share repurchase “H b 46.1% v
from Motorola) [ 71.25%)
BITCO(through 5\ My 15%( ab
Orange SA) 8 3% v |
"H 49%)
Digita (through 2\ M Y 49.0%
TDF) 5
H
Uni2 2 Moy | 31% ab
"H 60% ¢ |
100%~
12 Indice 8V | 8V 5 86.7%
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P212 Figure5.1 Evolution of S&P issuer credit ratings for telecom companies(1996-2005)
5.1 HE 0 . H i~ 1996-2005 ~

Telecom lItalia SpA # H

British Telecom H
France Telecom H
Deutsche Telecom H
Telefonica H

Source: Standard&Poor’s,2005,Issuer credit ratings history on Telecom Italia SpA, British Telecom,Finance
Telecom, Deutsche Telecom,KPN,and Telefonica, 11 30 A
) T 2005 ¢ z Ha Ha Ha
H i~ 11 3 A
P213 Table5.1 Evolution of S&P issuer credit ratings by quarter for telecom

companies(1996-2005)

5.1 w HE 0 . T~ 1996-2005 ~
KPN £ SpA
H

Q2/96 AAA AAA AA+ AA-
Q3/96 AAA AAA AA+ AA-
Q4/96 AAA AAA AA+ AA-
Q1/97 AAA AA+ AA+ AA-
Q2/97 AAA AA+ AA+ AA-
Q3/97 AAA AA- AA+ AA+ AA-
Q4/97 AAA AA- AA+ AA+ AA-
Q1/99 AAA AA- AA+ AA+ AA-
Q2/99 AA+ AA- AA+ AA AA-
Q3/99 AA+ AA- AA+ AA AA-
Q4/99 AA+ AA- AA AA A+
Q1/00 AA+ AA- AA- AA A+
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Q2/00 AA+ AA- AA- AA A+
Q3/00 A AA- A AA A+
Q4/00 A A- A AA A+
Q1/01 A A- A- AA A+
Q2/01 A- A- A- A- A+
Q3/01 A- A- BBB+ A- A+
Q4/01 A- A- BBB+ BBB+ BBB+ A+
Q1/02 A- A- BBB+ BBB+ BBB+ A
Q2/02 A- BBB+ BBB BBB- BBB+ A
Q3/02 A- BBB+ BBB- BBB- BBB+ A
Q4/02 A- BBB+ BBB- BBB- BBB+ A
Q1/03 A- BBB+ BBB- BBB- BBB+ A
Q2/03 A- BBB+ BBB BBB- BBB+ A
Q3/03 A- BBB+ BBB BBB BBB+ A
Q4/03 A- BBB+ BBB BBB BBB+ A
Q1/04 A- BBB+ BBB+ BBB+ BBB+ A
Q2/04 A- BBB+ BBB+ BBB+ BBB+ A
Q3/04 A- BBB+ BBB+ BBB+ BBB+ A
Q4/04 A- BBB+ BBB+ BBB+ BBB+ A
Q1/05 A- A- A- A- BBB+ A
Q2/05 A- A- A- A- BBB+ A
Q3/05 A- A- A- A- BBB+ A
Q4/05 A- A- A- A- BBB+ A-
‘ 2005 ~ z Ha Ha Ha Ha KPNa HO
. H it~1 3 A
P214 Exhibit5.2 France Telecom peer group performance indicators(1996-2004)
5.2 Hb E 3 "~ 1996-2004 -~
Y2004 Y2003 Y2002 Y2001 Y2000 Y1999 Y1998 Y1997 Y1996
H" H
* 89207 91906 102684 121989 127053 51771 43783 40269 38001
v 69474 73914 102855 92801 91860 31498 26013 25802 25880
K 19733 17992 -171 29188 35193 20272 17770 14467 12121
EV
K 60099 54436 17227 44861 91878 116509 60063 28820
EV
EV 35207 41082  -601.4912  3.1794 26102 15538  1.4638 1.7835  2.1351
v
v 1.1560  1.3578  5.9705 2.0686  0.9998  0.2704 04331  0,8953
MV K



an

an .

MV

ao

MV

MV

=

49013
43317

5696

33242

7.6054

1.3031

4907
2946

1961

2821

1.5023

1.0444

H
107809
69875

37934

69851

1.8420

1.0004

44422

40303

4118

29125

9.7860

1.3838

7336

4842

2494

3186

1.9415

1.5200

116071

82268

33804

61035

2.4337

1.3479

39224

39884

-660

27222

-60.3866

1.4652

16185

6885

9300

1066

0.7403

6.4587

125814

90405

35409

51296

2.5532

1.7624

77391

56984

20407

31931

2.7925

1.7846

23826

7342

16484

9154

0.4454

0.8020

164280

97986

66294

81436

1.4781

1.2032

579

59854

33909

25944

56016

1.3070

0.6053

21514

10403

11111

25265

0.9363

0.4117

123466

80757

42709

97250

1.8909

0.8304

45100

20655

24445

158666

0.8449

0.1302

17470

9490

7980

25529

1.1892

0.3717

93534

57859

35675

213842

1.6218

0.2706

38938

20530

18408

97359

1.1153

0.2109

13039

7402

5637

17780

1.3131

0.4163

77943

52880

25063

76875

2.1099

0.6879

41085

22521

18564

49953

1.2132

0.4508

9667

4356

5311

12152

0.8202

0.3585

81876

57261

24615

47486

2.3263

1.2059

35933

16302

19631

43558

0.8305

0.3743

9020

4301

4719

10865

0.9114

0.3958

89130

65305

23825

44029

2.7411

1.4832



as

MV K

an

as .

IMV K

H)

21519

14554

6965

17412

2.0896

0.8359

12471

9144

3327

11414

2.7486

0.8012

54209

34782

19427

68689

1.7904

0.5064

22276

14917

7359

15245

2.0270

0.9785

12974

9336

3638

10009

2.5663

0.9328

52912

31663

21249

57687

1.4901

0.5489

25093

20313

4780

15444

4.2496

1.3153

12849

9219

3630

8216

2.5400

1.1222

57735

35500

22235

41461

1.5966

0.8562

40503

27619

12884

12871

2.1437

2.1458

17136

11151

5985

10975

1.8631

1.0160

82034

49059

32975

70219

1.4878

0.6987

580

53165

29253

23912

14755

1.2234

1.9825

13216

7594

5622

9952

1.3507

0.7631

89118

54063

35055

76396

1.5422

0.7077

17991

11595

6395

46352

1.8132

0.2502

8518

5493

3025

11380

1.8161

0.4827

61780

36298

25481

80918

1.4245

0.4486

13629

7712

5918

20172

1.3031

0.3823

9277

7082

2195

7419

3.2261

0.9546

47711

30286

17424

39645

1.7382

0.7639

13634

5580

8055

18129

0.6927

0.3078

4990

2970

2019

8093

1.4708

0.3670

36852

22087

14765

24562

1.4959

0.8992

16277

8817

7459

13987

1.1821

0.6304

4355

2313

2042

4189

1.1329

0.5523

32248

18351

13897

17024

1.3205

1.0780
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MV

ap

LY

MV

MV

74386

54754

19632

31049

2.7890

1.7635

4892

2262

2630

11504

0.8601

0.1966

14349

7005

7344

29659

0.9538

0.2362

76936

56477

20459

24210

2.7605

2.3328

5362

2368

2994

0.7909

16290

7870

8420

27011

0.9347

0.2914

80952

60396

20556

8598

2.9381

7.0248

6666

3501

3165

1.1062

16548

8453

8095

26514

1.0442

0.3188

93130

66821

26309

10494

2.5399

6.3678

6301

3303

2998

1.1015

23538

10686

12852

33833

0.8315

0.3158

581

94276

62878

31398

12505

2.0026

5.0283

5944

3197

2748

1.1634

22064

13411

8653

31001

1.5499

0.4326

74768

47985

26783

13574

1.7916

3.5351

5778

3301

2477

1.3328

20860

14144

6716

47366

2.1060

0.2986

7739

5799

1940

8377

2.9886

0.6923

5986

3762

2224

1.6917

16844

11454

5390

42291

2.1250

0.2708

4643

3650

993

1248

3.6742

2.9253

5988

4008

1980

2.0237

15473

14243

1230

11.5797

5278

4354

924

976

4.7116

4.4626

5593

3814

1779

2.1435

16010

16094

-191.5952



ao

as

MV

ap

MV

H” H
10218 10299 8855 8329 7682 6033 6033 5030
5775 5716 5027 4546 4049 2808 2869 1974
4443 4583 3828 3784 3632 3440 3164 3056
E 6494 5282 5293 9224 8040 11896 11419 8029
v 1.2998 1.2472 1.3132 1.2014 1.1148 0.8165 0.9067  0.6457
/
v 0.8892 1.0820 0.9499 0.4928 0.5037 0.2361 0.2512  0.2458
K
A
85095 82260 84592 82023 93243 47823 40750 NA
43427 41377 47304 36340 55063 26558 21996 NA
41668 40883 37288 45683 38180 21265 18754 NA
E 96233 78475 47772 69585 69203 0 0 NA
v 1.0422 1.0121 1.2686 0.7955 1.4422 1.2489 11729  NA
/
v 0.4513 0.5273 0.9902 0.5222 0.7957 NA
K
W T T
18088 175100 190725 126701 119323 74453 65704 64537
51767 59266 76776 66612 63015 41350 36150 38744
129113 115834 113949 60089 56308 33103 29554 25793
E 186074 175789 153347 140156 145558 0O 0 0
v 0.4009 0.5116 0.6738 1.1086 1.1191 1.2491 1.2232  1.5021
/
v 0.2782 0.3371 0.5007 0.4753 0.4329
K

582

3984

1764

2221

5409

0.7942

0.3261

NA

NA

NA

NA

NA

NA

NA

NA

NA

NA

NA

NA



v ¢ 07755  1.0061  1.0387 0.9598  0.7845 05745 07265 1.0286  0.8729
F/MV K
- 0.8630 0.8740 0.8551 0.8245 0.7974 0.8006 0.8760 0.9508 0.8729
v
n v 15744 16105 15774 14824 13869 14379 17428 12709  1.3820
" BVV F/
BV ~
- 14961  1.4863  1.4686 14505 14441 14584 14652 13264  1.3820
V'
LT H ~ 53H Worldscope " %o
A

" Thomson Worldscope for Fiancial data in this exhibit and that of Table 5.3 is due to standardization

adjustments by Worldscope.
T F 53H Thomson Worldscope Worldscope
%o A
Thomson DataStream for Market Value data EV Thomson

P220 Exhibit5.3 France Telecom: Moody’s operating and balance sheet ratios(1997-2000)

ao ~ ~

53 H' v 1997-2000 ~
20 21
2000 1999 1998 1997 5 AvVg
Int.Cov(%) 3.7 7.9 4.0 41 49
RCF/TD(%) 8.9 36.7 38.7 39.3 36.2
Op.Margin(%) 11.8 16.9 17.3 16.8 16.6
ROS(%) 10.9 10.2 8.2 9.5 8.0
ROC(pretax)(%) 10.6 14.7 16.0 15.8 12.7
Balance sheet statistics 2000 1999 1998 1997 5 /QJgZZ
TD(%) 64.3 46.0 46.0 52.5 51.3
DIT&Min.Int(%) 2.1 3.6 2.4 0.6 1.9
Com.Equity(%) 33.7 50.4 51.6 46.9 46.8
Total Cap( bn) 98.4 375 329 30.5 227
IntCovv . ™ 2 G O ~ 3 ~“+H1 ~“d1 F+ Yoz FA
RCF/TDN ., ™ G /| G - £~ ° Uk ~ | 100A
Op.Margit ., = 3 # - T | 71 100.
ROS [ ™ r+« '~ 17 ~c “r 71 100.

20 12 31 12a A
21 1996-2000 5 v
22
5
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ROS [ .~ S EBIT [ T+ % FToe v~ 1 100
ROC ™ ™ CEBIT T T T 24 o ~ 1 100
w Y Y ° Y 71100

DIT.&Min.Int,(%): Deferred taxes& Minority Interest to Capitalization(Deferred taxes + Minority interest)
° Total capitalization) | 100

DIT. MiniInt ™ _ ™ i K + K ° i
100A

Com. Equity(%) Common Equity to Capitaliazation: (Reported common & surplus —(Preferred stock at
liquidation value — Reported value) ° Total capitalization) | 100

~ ” ~ o

Com. Equity(%) o E 2 n® EV- V v~ ! 100A
Total Cap.( bn): Total Capitalization : Total debt +Minority intrest + Deferred taxes +Investment tax
credit + Preferred stock at liquidation value +Common surplus — Cumulative translation adjustment.

ao ~

Total Cap.( bn): U+ K + + @+ @ EV +"
0 - Q A
resource De Board ,E.,Fisher,A.,Konefal.,R.,and Winzer,C.,2001,France Telecom, Analysis:Moody’s
Investment Service, June, Report 8 080,1-16.
" De Board ,E.,Fisher,A.,Konefal.,R.,and Winzer,C.,2001, H” # ' F~ 6

8080° 1-16A

P 223 Exhibit5.4 Coverage ratios in covenants of february 2002 syndicate credit line

54 2002 2 H
12/31/02 6/30/03 12/31/03 6/30/04 12/31/04
|3 3 3.25 3.25 3.25
2
Uk 5 4.75 4.50 4.25 3.75
i =

The ratio calculations are to be based on the consolidated financial statements prepared under french GAAP
and EBITDA is calculation over the period of 12 months, by using the data corrected for acquisition and
disposals that take place within the 12 preceding months.

u W %t Lo F ' A 1 | =

12 A 1 F 0 [F1l2e vk A
Total Interest Costs are Net Interest Expense.
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z [ # ¥
Total Net Debt is defined as Financial Debt.
VET Hy FVF
ke ks
Source: France Telecom ,2003, Form 20-F for the fiscal year ended December 31, 2002, March 21,1-450;
France Telecom, 2004, Form 20-F for the fiscal year ended December 31,2003, April 16,1-468;France

Telecom, 2005, Form 20-F for the fiscal year ended December 31, 2004, May 17, 1-508.

' H™ 2003 ~ 2002 12 31 20-F 3 21 ° 145
H™ 2004 ~ 2003 12 31 20-F T4 16 T 1-468 H™ 2005 ~
2004 12 31 20-F 5 17 ~ 1-508A

P224 Table5.2 France Telecom non-core assets for disposal and maximum off-balance-sheet

risk(2002-2005), March 21, 2002 financial reduces plan.

ap

5.2 H® France Telecom™ ¥ Y = 2002-2005 ~ 3
21~ 2002 + 7sA
EV. . H 2002-2003 2004-2005
ST™M (2.9%) 38 1.0 0.0 1.0
STM En§ L~ 38 0.0 1.0 1.1
H 32 1.6 0.0 1.6
H Ens( Ly 32 0.0 1.6 16
PCS (5.6%) US$11 0.7 0.0 0.7
* 33 2.7 6.0
OBV LW
78a * Casema 3.0
Noos, Tir
" Wind, TDF 8.0
A
* 11.0
o 17.0
[ vk v 2002-2003 2004-2005
Vodafone 5.0 0.0 5.0
Eon Srv’” 0.2 0.0 0.2
DT Srv” 0.0 0.0 0.0
Cable Com (NLT) 13 0.0 13
Kulzcyk(TPSA) 0.0 2.0 2.0
Equant CVRs 0.0 2.1 2.1
R/ 6.5 4.1 10.6
*E 6.5 6.5
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H

v 13.0 4.1
' H™ 2003 ~ T 2002 3 21 T 1-69 H™ 2004 ~ 2003
’ H™ 2005 ~ 2004 T 1-284 H™ 2006 ~ 2005 A
P231 5.3 H., ¥ ¢ " 1996-2002" 2
“H 1996 1997 1998 1999 2000 | 2000 2001 2001 2002
24 6m 6m 6m
ar 1 228 286 872 1206 | 5136 | 36049 42551 34963 34041
T “a |2 355 401 646 925 2051 16289 17154 18189 19279
[y
3" A i 26028 | 26041 | 26577 | 28964 | 30081 | 34623 36299 31728 37128
T
Y 3 615 774 956 1066 1279 10506 10174 8912 4278
\
YT 2504 | 2719 | 3738 | 5673 10489 | 10218 7700 3240 1720
T 352 926 471 443 501 722 2024 1936 1517
~ 4 2353 | 2439 | 2375 2285 | 2204 | 2532 4208 5369 4040
32434 | 33585 | 35635 | 40562 | 51741 | 110939 | 120110 | 104337 | 102003
397 378 420 621 987 1216 1100 900 850
- 5604 | 5418 | 5688 6884 | 7879 | 8783 7498 7596 7730
N
0 {17 4 343 589 551 677 522 1609 819 1102 646
0 i1 968 2126 1785 2676 | 3284 | 4782 8806 6653 5678
_
C s 0 0 0 0 0 0 0 2689 239
e} 118 198 37 211 312 216 73 1138 148
E 489 415 2042 2424 | 3883 | 2040 3563 2943 2288
- 7919 9123 10523 | 13493 | 16867 | 18646 21859 23021 17579
“ 40354 | 42708 | 46158 | 54055 | 68608 | 129585 | 141969 | 127358 | 119582
Y
3 W 1 “HatFF6.55957 094 “H 063 ~ 2000
2 5.6

586




587

3811 3811 3905 4098 4098 4615 4615 4615 4750
0 5 5259 5259 6629 6629 6629 24228 24228 24228 24755
6 3262 2898 4172 5255 6998 2748 4062 4682 -4865
r -° 321 2266 2300 2768 3817 3660 1951 -8280 -12176
7 -2 52 -15 153 348 59 755 844 -2929
M 8 -686 0 0 0 -2153 -4998 -5002 -9975
K 11966 14286 16991 18903 21890 33157 30613 21087 -440
K 9 155 181 779 1369 1654 2036 15586 8101 10149
- 0 0 2031 2031 2654 2653 5735 10750 768
[T 9184 9027 10049 | 10202 | 15243 | 27894 37176 43793 41485
g-
Ne
w 78 3712 3537 3650 3684 3915 3633 3827 3773 3346
[T v 10 257 244 377 498 266 1587 1368 4890 11818
b’ w
78"
v 10 13153 | 12808 | 16107 | 16415 | 22078 | 35767 48106 63206 64317
T 1019 2284 1764 2551 1239 7542 7914 1596 9210
‘4 Ne
i 944 4697 1302 2479 8506 25165 17783 11365 13769
S
0 5717 0 0 0 0 0 0 0 0
3195 4103 4085 5330 5849 7618 7764 8631 7898
[ 3020 3252 3480 4208 4159 7729 6872 7259 8255
0
T v 11 610 422 557 1175 1380 8113 4277 2481 2638
37 82 133 495 627 512 2789 374 456
- 538 592 960 1130 1226 1946 265 3258 3330
A v 15079 15433 12281 17368 22986 58625 47664 34964 45556
v K 40354 | 42708 | 46158 54055 68608 129585 141969 127358 119582
56T i
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' H™ 20-F N v 1996 © ~
2000 v A
P233 5.4 H . "~ 1996-20021"
) H % 11996 | 1997 | 1998 | 1999 | 2000 | 2000 2001 | 2001 2002
6m 6m 6m
T 22876 | 23420 | 24648 | 27233 | 15324 | 33674 | 20424 | 43026 | 22472
T -7332 | -8473 | -8973 | -9686 | -5595 | -12733 | -8405 | -17619 | -9133
Wi ) -5046 | -5293 | -6115 | -7341 | -4196 | -9685 | -5687 | -12520 | -6187
-820 | -696 | -658 | -593 | -214 | -449 -266 | -567 -282
i s 9679 | 8957 | 8938 | 9613 |5319 | 10807 | 6066 | 12320 | 6870
i R - - -4979 | -4736 | -4584 | -4885 | -2566 | -5726 | -3251 | -6910 | -3595
Wi 3 " 4700 | 4222 | 4354 | 4728 | 2753 | 5081 2815 | 5410 3275
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This includes amortization expense of intangible assets, including goodwill amortization of

consolidated companies. * v E A

Investments accounted for under the equity method versus full or proportionate consolidation

V) ~

o b " U A

L

The main consolidation principles are as follow: h At I7l

Companies which are wholly owned by France Telecom or which France Telecom controls, either
directly or indirectly, are fully consolidated; this means that the total amount of each asset, liability,
revenue and cost of the subsidiary and related to third parties is added to the corresponding item of
France Telecom, That is , all third party accounts of the companies are combined. Hn
Y L E* - n. A E" n a
v a " H ~ pA4T 22 BT
A
Investments in which France Telecom and a limited number of other shareholders exercise joint
control are accounted for using the proportionate consolidation method; this means as previous, but
the combinations are proportional to the FT ownership; H [ a
L T o, 4 Hw T H o . A
Investments in which France Telecom exercises significant influence but does not control, such as
joint ventures (generally a 20% to 50% controlling interest), are accounted for under the equity
method; this means that these investments are initially recorded as an asset at cost to which
periodically the share in the investee’s net income is added against the same amount of investment
revenue on the income statement. € Hep b1 i L oo o3 20,
50, - T M - Y T
[ T H A

Material inter-company balances and transactions are in all three cases eliminated. E

Y502 "PpA
P235 Exhibit 5.6( )

2000

' 10506
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A 4173
W A 2898
e W r - 2266

Y # -991

Dividends are appropriated on earnings of the same period and are normally paid during the next period.
2 Ne W VW 0
7a Foreign currency translation adjustment

The translation adjustment relates to movements in the exchange rate on goodwill, investments and

reserves.
i T a % 1.
8a M
2000 ‘
B Acquisitions of 15.4mn FT shares from Mannesmann at ~ 140.2 per share HYy 140.2
‘H E o W\ g M A
2001 '

B Acquisitions of 64.6mn FT shares at an average price of  103.37, resulting mainly from two
purchases in March 2001 of 64.1mn shares from Vodafone for an amount of ~ 6.65bn.y 103.37
"H E EV EM’ H T h 7 2001 3 H ( Vodafone
y EVM EM . 665 "HA
B Divestiture of 31.5mn FT shares at an average price of  56.71, including the contribution of 30.9mn
FT shares to the SITA foundation for the acquisition of Equant(see Note 3 of 20-F for year 2001). The

result of these sales was offset against consolidated reserves for an amount of ~ 1271mn, net of

tax( 778mn)A Yy 56.71 "H E o 232MW M’ H m™ 0
SITA foundation G Equant 309" ~ 2001 20-F 3A
o - w12, 7M1 H T w 7. 78 ' "HA

2002 '

B Acquisitions of 51.9mn FT shares at an average price of  96.79  resulting mainly from purchase in
March 2002 of the remaining share from Vodafone for an amount of ~ 4.973bn.y E 96.79

‘H  gMWw XKw’ H " h 2002 3 ¢ Vodafone Yy Vg
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M* . 4973, "H
9a
2001 6m 2001 2002 6m
K T K - 15586 8101 10149
Ao 2036 2036 8101
0 -216 714 76
K 0 57 74 76
* o 13628 6802 2712
r Ne -99 -128 -39
184 31 712
(A -4 0 0
108 w %L1 T v

For 6m 2001, the casewriter estimated these figures by linear interpolation for pension liabilities between

December 31, 2000 and 2001A

2001 6 ° v 2000 2001 T 33,2001 6
2000 2002 6m

w % 3881 1698

EF F w % 3633 3346

w1 # 134 147

w & 114 205

830 368

KU CVRS No 2077

H w B F 7000

(I Y 509 2021

5220 15164

FT disclosed this item only for some years. H, v M A

CVR intrinsic value as contingent liability relate to the commitments are the development of UMTS

activities. by Vb "
113 i1 Y

The increase in

X

P

EV

UMTS 3

are vendor notes owed to : Deutsche Telekom for the acquisition of 18.9% of Wind(

b A

5267mn of “other current liabilities” from December 31, 1999 to December 31, 2000,

2076mn) ,to E.on

>

for the acquisition of an additional 42.5% of Orange Communications SA ( 1038mn), and to Vodafone in

connection with the Orange Plc acquisition for

1999 12 31 [ 2000 12 31 [

o H ¥ Wind18.9%

.‘l.

M

" 20,

2153mn.
T v

M
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L

6

¥

52.

H

6V

7

£ E.on

"Hh  w v
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143
2001
* 'E° ° MobilCom™ 2509

_ / HE" 185
Ananova and Wildfire 211
Equant/Global One 349
[ 3
Equant
Orange
SA---revision 3 7% k ~
JTC(Jordan)

3257

Fully amortize the goodwill by ~ 2509mn, the charge being recorded as exceptional amortization.

n 2. 9 ' 'H - W A

Exceptional goodwill amortization in 2001 relates to Ananva and Wildfire (42. 1M 1 ° “H) and to
the restructuring and other related costs for the new Equant/Global One entity( 4349mn)includes in the

acquisition cost.

2001 i [ Ananvaand Wildfire 42 1J 1 ° ‘H” Equant'E™ /n
r " 43, 4V 9 H [ v A
‘ H™ 20-F A

P239 5.5 History of Fitch,Moody’s,and S&P’s rating actions on FT’s Long-term issue/lssuer

Credit rating.
v % G H v FO 0 . H - i A

Cr
Cr
I
Cr
T

:

1991- Aaa 1
11-6

:

1991-
11-7

:

1991-
11-14

1994-
3-24

1995-
7-21

1996- Aaa 1
5-7
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1996-
7-10

Aaa

1997-

Aal

1998-
2-19

AA+

AA+

1999-
7-16

AA+

1999-
7-27

Aal

1999-
12-3

Aa2

1999-
12-21

AA

AA

1999-
12-22

2000-
1-28

2000-
5-30

AA

Aa2

2000-
8-23

2000-
9-11

2000-
9-18

Al

2001-
2-9

2001-
2-15

A3

2001-
2-16

2001-
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6-21

2001-
9-6

A3

2001-
9-25

BBB+

2001-
9-26

Baal

2001-
9-28

BBB+

2002-
3-27

BBB+

Baal

2002-
3-28

2002-
6-24

Baa3

10

2002-
6-25

BBB

Z/

2002-
7-5

BBB-

10

BB

10

2002-
7-12

2002-
9-13

BBB-

10

2002-
12-5

BBB-

10

2003-
3-24

Baa

10

2003-
5-14

BB
B+

2003-
8-7

BBB

2004-
2-18

Baa

2004-
2-19

2004-
3-3
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P248 Figure 5.4 Telecom companies’ market gearing (1997 — 2004)

5.4 HE” ~ 1997-2004 ~
Debt (BV)/Equity (MV)~ BV" ¥V F/ K MV
: Thomson , H F " b Ne A

P249Figure 5.5 France Telecom’s historical market values (1997 — 2004)

5.5 H A7 E v (1997-2004)

Ne A
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P250Figure 5.6 France Telecom’s asset and equity return volatility (1997 — 2004)

ap a A

5.6 H 1997-2004
Volatility of Equity (Annualized)
Asset Volatility (Computed using a simple B-S approach)
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P250Figure 5.7 France Telecom’s market value of assets to book value of assets and debts (1997 —

2004)

ap A ~

5.7 H EV E V"~ 1997-2004
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<

Thomson , H Tb Ne A

P250Figure 5.8 France Telecom: Moody’s long term issuer ratings (1995 — 2004)
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‘ F'E® © 2005 7 @ H 0 . AT~ 12 14 A
P251Figure 5.9 France Telecom: Moody’s KMV rating (1997 — 2004)
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P252Figure 5.10 France Telecom: default probabilities and Altman Z -scores (1997 — 2004)

~

5.10 H Altman Z-scores(1997-2004)
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P252 Figure 5.11 France Telecom’s default point (Moody’s definition) and market net worth (1997 —
2004)
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* Thomson , H F " ,b Ne A
P253 Figure 5.12 France Telecom’s implied market value of liabilities (1997 — 2004)
5.12 H V E v~ 1997-2004

* Thomson , H F " b Ne A
P254 Figure 5.13 France Telecom: Moody’s ordinal and cardinal rating histories (1997 — 2004)
5.13 H* AT~ 1997-2004
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P255 Exhibit 5.9 Average annual rating volatility statistics as percentage of issuers (1992 — 2002)
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6.4n &
Privileged Creditors v
Secured Creditors \Y%
Unsecured Creditors GV
Subordinated Creditors v

Shareholders K

Gauguin B., bilardello, J., 2005 'E® H Ne “ Mc-Grew Hill, T 1-437 202
* The McGraw-Hill 'E= =~ A
P 263 6.573 E” E H VF K
H 1
>[=BBB-( £) | +2 -1
</[=BB+( ) +3 -2
>/=BBB-( £) | +2 -2
</=BB+( Z) +3 -3
>/==Caal +3 -3
</=Caa2 +4 -4
‘ Y 2006 E Y 1-128  46-50 54 © 2007 Ne ‘
Z 5 30 T 14 2-4 T 2005 H
' # 7 26 T 18 4 ' Cantor, R., Emery, K,  Stumpp, p.p., 20086,
N ' F~ 8 © 98771, 1-16
12 A
P264 6.5 Recovery rating/loss-given-default assessment scales of the major credit rating
agencies
h H v T
! LGD
" €« - ) « " T ) €« -
B n 100
90-100 RR1 n 91-100 LGD1 0-10
” 70-90 RR2 71-90 LGD2 10-30
H 50-70 RR3 51-70 LGD3 30-50
30-50 RR4 31-50 LGD4 50-70
10-30 RR5 Y G 11-30 LGD5 70-90
- b 0-10 RR6 b 0-10 LGD6 90-100
* 2007, Ne * 0 2 5 30 ° 14
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2 © 2007, ,1-2, 1 ' Cantor, R., Emery, K., and Stump, P., 2006,
* v ‘ F~ 8 ~ ~ 98771, 1-16
P265 66 b in Ne © 2006 9
* May, W., Needham, C., and Verde, M., 2006, HD Y N

' T12 14 1-1r 4 A
P266 6.7 ® Ne
* May, W., Needham, C., and Verde, M., 2006, HB
‘ Y12 14 U 1aAr 1 A
P267 Figure 6.1 obtaining a credit rating from a credit analysis
61 CtH N [H
Mapping to Rating A %
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P278 Figure 6.2 Asset value path and distance to default.
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P302 Figure 6.3 Total loss distribution
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