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SIGNS THAT BUSINESS BANKRUPTCIES ARE STABILIZING

Business bankruptcies in the U.S. appear to be stabilizing, but remain at a high level overall with
considerable differences in trends across states. That is negatively impacting bank credit quality.
Positively, the pace (quarterly year-over-year changes) of filings slowed over the last three quarters and
2Q10’s filings fell below 2Q09 levels. Nonetheless, we are not out of the woods yet. National filings
increased on a sequential quarterly basis, countering three consecutive quarterly declines. Moreover, at
the state level, trends still remain uneven as some states evidenced large decreases in filings while others
reflected increases. DBRS anticipates that bank credit quality will continue to be pressured by elevated
bankruptcy filings over the near-to-intermediate term and regional differences will likely continue
factoring into bankruptcies and bank credit trends.

There were pluses and minuses in the 2Q10 bankruptcy filings (released by the Administrative Offices of
the U.S. District Courts). Positively, there was a decline in the pace of bankruptcy filings, on a seasonally
adjusted annualized basis (SAAR) (See Exhibit 1), from 2Q09 through 1Q10. Moreover, there were 6,530
fewer filings during 2Q10 than in 2Q09. Nonetheless, and somewhat of a concern, the prior trend of
sequential quarterly declines in filings stalled during 2Q10. Indeed, 2Q10 filings on a SAAR basis,
increased to 59,127 during the quarter, up from 57,918 for 1Q10.

Exhibit 1: Slowing Pace of Business Bankruptcy Filings
Level of Filings and Year over Year Change by Quarter (SAAR], 4Q79 -2Q10
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*SAAR - Seasonally Adjusted Annual Rate
Source: US Courts - Bankruptcy Statistics via Economy.com, DBRS Ltd.

Not since the 1990s has there been such a high level of bankruptcy filings, excluding the abnormally high
levels of 2005 associated with changes in the U.S. bankruptcy laws. Indeed, the filings peaked in 2Q09 at a
SAAR of 65,657. This pace was just over double the filings of 31,312 in 4Q07, when the economic
downturn began.

This recovery is uneven across the U.S. The bankruptcy data at the state level continues to indicate that
major states, such as California, New York and Texas contributed significantly to the increase in filings from
trough to peak, due to their relative size. Positively, New York, Texas and Delaware experienced a sizeable
decline in the pace of bankruptcies (See Exhibit 2) since 4Q09. One positive aspect of these improvements is
that they are occurring in states across the regions of the U.S. While improvement is occurring in many
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states, just under half of the states are still seeing increases in filings. In our view, an indicator that the
economic recovery is strengthening is that fewer states are reporting increases in filings and more states are
showing declining trends in their filings.

Exhibit 2: Business Bankruptcies: Uneven Improvement in States
(SAARY
Recent Increaseto U8 Pace atl.g
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Delta Delta Level

Ranking State 2010 vs. 43209 | 2008 s, 4207 2609
1 Mewr Yark -903 3781 5075
2 Texas -403 2,356 4957
3 Delaware <336 2,047 238
4 Tennessee -268 44 1349
) Idaho -264 204 342
5] Alabama -229 464 814
7 Utah =224 3 B16
8 llinois -208 1,165 2245
g “Wermaont -1596 555 a96
10 Indiana -140 230 915
42 Connecticut a7 107 484
43 Pennsylvania 106 326 1,457
44 Missouri 109 383 8
45 Minnesota 111 404 920
A6 Washington 185 638 1,183
A7 Morth Carolina 187 BE5 1,370
45 West Virginia 184 1,197 1352
49 Oklahormna 220 3 B53
a0 Ohin 245 762 2202
a1 Florida 373 2,785 4346
United States -337 34,345 B5 B57

*EAAR - Sessonally Adjusted Annusl Rate
Source: US Courts - Bankruptcy Statistics via Economy.com, DBRS Ltd.

Throughout the economic downturn, elevated bankruptcy filings have been driven by a steep decline in
sales, the difficulties businesses face in refinancing their debt, and the more limited availability of new credit
than before the crisis. High unemployment, slow growth and limited business expansion are constraining
sales growth. Without stronger growth, more struggling businesses are running out of resources to weather
the tough environment. One recent positive, which could benefit businesses and perhaps temper
bankruptcies, is the modest improvement in bank credit. Specifically, the July 2010 Senior Loan Officer
Opinion Survey (Survey), published by the Federal Reserve System, indicates that, on net, banks have eased
standards and terms on loans in some categories, over the past three months. Moreover, this is the first
Survey that has shown an easing of standards on C&I loans to small firms since 2006.

DBRS will continue to monitor business bankruptcies to ascertain future bank asset quality and credit costs.
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