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Energy Sector Credit Quality Maintains Stability

The outlook for major energy sectors ranges from good to under-performing. The US energy sector is seeing improvementin
its credit though with a small blip this month. Meanwhile, the UK has seen slight improvement, and the EU has seen slight
deterioration.

The industry is not without its challenges - losses from Hurricane Ida in the US were the worst ,and additional
hurricanes could cause further trouble. Meanwhile, wholesale gas prices in the EU and UK which could lead to
a host of problems including more insolvencies and a spillover effect on

The UK is also in the midst of a fuel crisis, after disclosures that a nationwide shortage of HGV drivers had disrupted supply
to some petrol stations, though have assured consumers that UK fuel stocks are plentiful and the situation
is expected to soon return to normal.

Additionally, the threat from the pandemic, while greatly reduced, has not gone away entirely. The months ahead threaten
to be perilous.

US Oil & Gas

The US energy sector continues to look more
positive. The latest data show credit quality -10% A A
down 5% year-over-year but improving 7%
over the last months and remaining largely
unchanged from last month. Default risk is
now 67 bps, compared to 72 bps six months
ago and 64 bps at the same point last year.
Now this sector’s overall CCR rating is bb+
and 85% of firms are at bbb or lower. Overall
Large US Corporate default risk is 52 bps,
with a CCR of bb+ and 78% of firms at bbb
or lower.
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The UK energy sector has received some 90%
breathing room. Credit quality is down 13%
year-over-year and 4% over the last six
months but has improved 1% compared to —United States Large Oil & Gas EU Large Oil & Gas ==United Kingdom Large Oil & Gas
last month. Default risk is 49 bps, compared
to 47 bps six months ago and 43 bps at the
same point last year. Now this sector’s overall CCR rating is bb+ and 75% of firms are at bbb or lower. Overall Large UK
Corporate default risk is 63 bps, with a CCR of bb+ and 86% of firms at bbb or lower.
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EU Oil & Gas

The overall position for the EU energy sector is largely stable. Credit quality is down 1% from last month but has improved
1% over the last six months. From the same point last year, it’'s down 7%. Default risk is 33 bps, compared to 32 bps last
month, 33 bps six months ago, and 31 bps at the same point last year. This sector’s overall CCR rating is bbb and 73% of
firms are at bbb or lower. Overall Large EU Corporate default risk is 34 bps, with a CCR of bbb- and 73% of firms at bbb or
lower.
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https://www.bloomberg.com/news/articles/2021-09-08/no-hurricane-has-hit-u-s-energy-markets-quite-like-ida-has?sref=zGfmmn1b
https://www.ft.com/content/bf84f4a9-4720-4655-801f-a40d57b634e6
https://www.ft.com/content/0c3650e4-e717-4170-b0c2-60ad0dcb498f
https://news.sky.com/story/fuel-crisis-petrol-retailers-hope-for-easing-of-demand-as-motorists-still-face-big-queues-12419779
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Single company credit examples from each major credit category

Credit Category* Examples
Upper Investment Grade LINDE PLC
IG1 EBN BV
aaatoa SHELL OIL CO
Lower Investment Grade PERENCO SA
1G2 REPSOL SA
a-to bbb HOUSTON REFINING LP
Crossover CEPSA UK LTD
X0 NEPTUNE ENERGY HOLDING NETHERLANDS BV
bbb- to bb+ MIECO INC
Upper High Yield GREENERGY FUELS LTD
HY1 MOCOH SA
bb to bb-
WRB REFINING LP
Lower High Yield TULLOW OIL PLC
HY2 FUGRO NV
b+toc DENBURY INC

* More detailed credit estimates available on Bloomberg in 21 or 100 categories

Wide scale problems can certainly influence the direction of specific sectors overall, but individual firms do not necessarily
experience problems in the same way. Look no further than Shell Oil Company. Despite the many problems in the energy
sector in the pandemic era, it maintains a superior investment-grade status.

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 Consensus Rating (CCR) is a 21-category scale explicitly linked 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 60,000 financials, corporate, funds, and sovereign entities globally across emerging and developed markets, and
90% of the entities covered are otherwise unrated.
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Credit Benchmark does not solicit any action based upon this report, which is not to be construed as an invitation to buy
or sell any security or financial instrument. This report is not intended to provide personal investment advice and it does not take into account the
investment objectives, financial situation and the particular needs of a particular person who may read this report.
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