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Energy Sector Credit Quality Deterioration Continues
Default Risk Remains Far Higher for US Energy Sector

Challenges in the energy sector are numerous and persistent. These challenges are perhaps most evident in the US energy sector,
where strained prices and weakened demand have accompanied months of reduced travelling for professional and personal
reasons. Bankruptcies are increasing. Some firms are doing better than others, yet few are in great shape. The near-term outlook
remains weak as a resurgence of COVID cases threatens the recovery. A similar scenario is playing out in the UK and EU sectors.

e Credit quality for US-based oil and gas firms continues to trend lower and probability of default continues to increase
e Overall credit deterioration is far more pronounced for US energy sector than UK, EU energy sector

Credit Trend - US, UK, EU Large Oil & Gas
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The US energy sector continues to see large deterioration in —
credit quality and increases in credit risk. Credit quality for large

US oil & gas firms is down roughly 3% from one month prior, T

about 42% from six months prior, and about 49% from the same

point last year. Average probability of default is now about 59 205

bps, significantly higher than that of the UK or EU. That

compares to about 58 bps from one month prior, about 41 bps 30% eteriorating
six months prior, and about 39 bps at the same point last year.

Approximately 83% of firms have CBC rating of bbb or lower. The a0%

aggregate’s average CBC rating is bb+.
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The UK energy sector is also seeing its credit quality weaken, but

with less severe changes. For large UK oil & gas firms, credit
quality has deteriorated roughly 3% from one month prior, about 17% from six months prior, and about 22% from the same point
last year. Average probability of default is now about 40 bps, compared to about 39 bps one month prior, about 35 bps six months
prior, and about 33 bps at the same point last year. Approximately 70% of firms have CBC rating of bbb or lower. The aggregate's
average CBC rating is bbb-.

Source: Credit Benchmark

Like the US and UK energy sectors, the EU energy sector is experiencing credit deterioration, but with less dramatic changes.
Credit quality is down roughly 2% from one month prior, about 13% from six months prior, and about 10% from the same point
last year, as credit quality improved in the first part of the 12-month period before declining again. At about 28 bps this month
and last month, this aggregate's credit risk remains far lower than that of the US or UK. It was about 25 bps six months prior and
about 26 bps at the same point last year. Approximately 66% of firms have CBC rating of bbb or lower. The aggregate’s average
CBC rating is bbb.

This monthly index reflects the aggregate credit risk for large US, UK, and EU firms in the oil & gas sector. It provides the average probability of default for oil
& gas firms over time to illustrate the impact of industry trends on credit risk. A rising probability of default indicates worsening credit risk; a decreasing
probability of default indicates improving credit risk. The Credit Benchmark Consensus (CBC) Rating is a 12-category scale that explicitly links to probability
of default estimates sourced from major financial institutions. The letter grades range from aaa to d.

Credit Benchmark brings together internal credit risk views from 40+ of the world's leading financial institutions. The contributions are anonymized, aggregated,
and published in the form of entity-level consensus ratings and aggregate analytics to provide an independent, real-world perspective of risk. Consensus ratings
are available for 50,000+ financials, corporate, funds, and sovereign entities globally across emerging and developed markets, and 75% of the entities covered
are otherwise unrated.

J. Roderick Public Relations CB USA CB UK

John Roderick 12 East 49th Street, 9th Floor 131 Finsbury Pavement, 5th Floor
john@jroderick.com New York, NY, 10017 London, EC2A 1NT

Telephone: +1 631 584 2200; Cell: +1 917 923 6825 Telephone: +1 646 661 3383 Telephone: +44 (0)207 099 4322

creditbenchmark.com | info@creditbenchmark.com



https://www.reuters.com/article/us-north-america-oil-idUSKBN26Y2KI
https://www.ft.com/content/a678fa5d-f869-4b2e-b07b-b099f5862cb7
https://www.wsj.com/articles/oil-recovery-expected-to-falter-though-supply-glut-shrinks-11602664747
mailto:john@jroderick.com
http://www.creditbenchmark.com/
mailto:info@creditbenchmark.com

