15 July 2010
Fixed Income Research
http://www.credit-suisse.com/researchandanalytics

Mortgage Market Focus –
Market Watch
MBS Strategy
Contributors
Mukul Chhabra
+1 212 325 0709
mukul.chhabra@credit-suisse.com
Qumber Hassan
+1 212 538 4988
qumber.hassan@credit-suisse.com
Mahesh Swaminathan
+1 212 325 8789
mahesh.swaminathan@credit-suisse.com

Strategy
• We maintain our tactical short MBS basis recommendation. Anecdotal
evidence points to strong foreign investor demand as the key driver of recent
tightening. As noted before, the basis has benefited from flight to quality
recently and it should unwind if risky assets rebound.
• Prepay risk remains concentrated in new vintage 5s and 4.5s, and a 4.50%
mortgage rate is needed to trigger it.
• We recommend overweighting 15- over 30-year MBS based on attractive
risk/reward. The old story about better convexity in 15s is also the new story.
Concerns about the callability of 15-year coupons are more than fully priced in
on most 15/30 swaps, in our view. Also, we believe they stand to outperform in
sell-offs.

Trade recommendations
• Buy 15/30 4/4.5 and 5/5.5 swaps at 6+ and -26, respectively. Hedge ratios of
74% and 83%, respectively.
• Close out long 4.5 synthetic combo constructed from a combination of IOS
4.5 and PO 400 vs. FNCL 4.5s. The trade made ¾ points since inception.
• Hold long FN 4.5/4 swap. The trade is down ½ tick since inception last week.
Factors highlighted in last week’s publication remain in place.
• Hold long new (15/30 5.5/6) swap. The trade is down 2 ticks since inception.
We hold on to the trade given that swap remains cheap adjusted for convexity,
curve, and carry.
• Hold short MBS basis. The trade is flat since inception on 23 June 2010.
• Hold sell GN/FN 5.5 swap. The trade is roughly flat since inception last week.
• Hold FN 5.5 fly. The trade has made 3 ticks since inception. Factors
highlighted in Mortgage Market Focus: Trade note of 30 June 2010 remain in
place.
• Hold IOS 6.5/6 swap. The trade is down roughly 6.5 ticks since inception. We
reiterate our buy recommendation on the swap given attractive levels and
significant potential upside based on fundamental valuations.
• Hold long GN/FN 4.5 swap. The trade is close to flat since inception. The
factors highlighted in the 8 July 2010 Mortgage Market Focus remain in place.
• Hold short GN/FN 6 and 6.5 swaps. The trades are down 2+ ticks and 13
ticks, respectively. Roll rates on these coupons have rebounded following a
seasonal decline in Q1, suggesting that buyout speed increases lie ahead (July
GNMA Spotlight, 14 July 2010).

ANALYST CERTIFICATIONS AND IMPORTANT DISCLOSURES ARE IN THE DISCLOSURE APPENDIX. FOR OTHER
IMPORTANT DISCLOSURES, PLEASE REFER TO https://firesearchdisclosure.credit-suisse.com.
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Exhibit 1: Current trade recommendations
Actual P&L should be slightly lower as this does not reflect bid/offer spread.

Trade Idea
Buy $100MM DW 5.5s; sell $87MM FN 6s
Buy $100MM FN 4.5s; sell $77MM FN 4s
Sell $100MM GN 5.5s; buy $100MM FN 5.5s
Buy $200MM FN 5.5s; sell $100MM FN 5s; sell $100MM FN
6s
Long IOS 6.5/6 swap
Short MBS basis (Sell $100MM FN 30-year 4.5s, receive 5year swaps)

Start Date
7-Jul-10
7-Jul-10
6-Jul-10

P&L
(68,673)
(10,469)
15,625

P&L (ticks)
(2)
(0)
1

30-Jun-10

101,562

3

23-Jun-10

(203,125)

(7)

23-Jun-10

3,699

0

Buy $100MM GN 4.5; sell $100MM FN 4.5

2-Jun-10

(3,903)

(0)

Sell $100MM GN 6; buy $100MM FN 6

15-Apr-10

(85,939)

(3)

Sell $100MM GN 6.5; buy $100MM FN 6.5

7-Apr-10

(406,135)

(13)

Total
Total P&L of trades closed YTD

(657,358)
10,467,856

Source: Credit Suisse (US Mortgage Strategy). Note: Pricing date: 14 July 2010.

Overweight 15- over 30-year MBS, buying top (4/4.5), low
(5/5.5), and new (5.5/6) swaps
15-year/30-year swaps have underperformed sharply in the recent rally (Exhibit 2). This
cheapening reflects lack of sponsorship for 15-year coupons at higher dollar prices,
occasional negative carry, and perceived higher negative convexity (call risk) in 15-year
coupons compared to their 30-year counterparts. We believe that current valuations
overstate the call risk in 15s and recommend buying top and low swaps at 6+ and
negative 26 ticks, respectively. We favor hedge ratios of 74% and 83%, respectively.
Traditionally, the 30-year sector has exhibited worse negative convexity than 15s due to
the larger loan balances and longer horizons of the underlying borrowers in the former
sector. However, in the current restrictive refinancing environment, market concerns about
worse negative convexity of cuspy 15-year coupons stem from their superior collateral
characteristics. However, we believe these concerns are not borne out by recent empirical
data. Steeper prepayment S-curves for 2008 vintage 15-year 4.5 vs. 30-year 5s and 15year 5s vs. 30-year 5.5s from 2009 speak to worse negative convexity of the 30-year
sector even in a restrictive credit environment (Exhibits 3 and 4).
We favor expressing these views on 15s/30s by buying top and low swaps as indicated
above. We like the top swap due to the strong credit profile of 30-year 4.5s in absolute
terms. In addition, the gap in the credit profile of 30-year 4.5s vs. 15-year 4s is the
narrowest among all 15-year/30year coupon swaps (Exhibit 5). For instance, OLTV of
2009 vintage 30-year 4.5s is 68, which is 9 points higher than the OLTV of 2009 vintage
15-year 4s. In comparison, the OLTV difference between 2009 vintage 30-year 5s and 15year 4.5s is 13 points. FICO scores are within 10 points between 15- and 30-year
counterparts.
We like the low swap due to burnout in 2008 vintage 15-year 5s (TBA cohort for this
coupon), as shown in Exhibit 6. In spite of lower 15-year mortgage rates since Q4:09 as
compared to the earlier part of 2009, peak speeds reached during this period have been
lower. We anticipate speeds to reach low to mid 30s on this cohort if mortgage rates rally
by 25bp-50bp. This should only be marginally higher than the expected speeds of 30-32
CPR on 30-year 5.5s in a similar rally (20 May 2010 Mortgage Market Focus).
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Finally, a rally in mortgage rates is likely to be associated with a bull flattening in which 15year primary/secondary spread is likely to widen relative to the 30-year sector. This is
observed in the recent rally as well (Exhibit 7). From a prepayment standpoint, it implies
that the strike price for the 15-year sector is further out of the money.
We maintain our recommendation to buy new swaps. Factors highlighted in the 8 July
2010 Mortgage Market Focus remain in place.

Exhibit 2: 15/30 swaps have cheapened significantly in the recent rally
12 month history

Source: Credit Suisse (US Mortgage Strategy)
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Exhibit 4: Prepayment S-curves for 2008 vintage 15year 5s versus 30-year 5.5s during 2009

30-yr 5

1-month CPR

1-month CPR

Exhibit 3: Prepayment S-curves for 2008 vintage 15year 4.5s versus 30-year 5s during 2009
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Exhibit 5: Collateral characteristics of selected 15-year and 30-year cohorts
As of July 2010 factor date

FN 30-year
coupons
4.5
5.0
5.5
FN 15-year
coupons
4.0
4.5
5.0

Vintage
2009
2009
2008
2009
2008

WAC (%)
4.95
5.43
5.65
5.95
6.03

Avg. Loan
Size ($K)
228
193
216
152
193

Age
13
12
26
12
26

Orig LTV
68
74
73
75
76

FICO
763
747
745
724
736

Curr Bal
($MM)
274,644
72,485
61,740
9,106
89,872

2009
2009
2008
2009
2008

4.49
4.89
5.06
5.48
5.55

170
143
159
103
129

12
12
27
13
25

59
61
61
65
62

766
756
753
731
744

51,886
22,804
14,815
1,416
11,105

Source: Credit Suisse (US Mortgage Strategy)

Exhibit 6: 2008 vintage 15-year 5s show signs of burnout
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Source: Credit Suisse (US Mortgage Strategy)

Exhibit 7: 15-year mortgage rates could lag 30-year rates in a bull flattening rally
12 month history

Source: Credit Suisse (US Mortgage Strategy)
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Reiterate buy IOS 6.5/6 swap – “Macro hedge” strategies to
sell these could actually backfire
We reiterate that the IOS 6.5/6 swap offers compelling valuations, in our view. The swap
has cheapened around 6+ ticks since we initially recommended it. It has underperformed
due to strong technicals. However, the swap is fundamentally cheap, in our view, and
offers significant potential upside as we estimate its fair value to be at least $1-09 and
more realistically up to 2 points.
We downplay arguments recommending selling IOS 6.5s versus lower coupons as a
“macro hedge” against a potential government-induced prepay spike. Far from being a
hedge, such strategies may actually backfire in many scenarios. First, we note that all
government steps so far have provided ample notice. Market participants have then had
the opportunity to hedge or in some cases take a contrary view. It is difficult to imagine
anything different going forward. Second, any concrete measures to improve the
refinanceability of 6.5s would benefit the better credit quality 6s and 5.5s more, in our view.
A removal of LLPA would have a minimal effect as we pointed out in Mortgage Market
Focus – Market Watch, 1 April 2010. Similarly, any steps to remove non-quantitative
barriers are potentially easier to remove for better credit borrowers underlying 6s and 5.5s.
Below we restate the case for buying IOS 6.5/6.
IOS 6 and IOS 6.5 are backed by the 2008 FN 6 cohort and the 2006-07 FN 6.5 cohort,
respectively. However, pools belonging to the above cohorts with more than 10% of the
balance coming from previous vintages are excluded. This exclusion has caused IOS 6 to
be somewhat better than its benchmark cohort from a credit standpoint because of the
removal of pools with a larger than 10% share from 2007 or earlier origination years. In
contrast, IOS 6.5 is relatively weaker than its benchmark from a credit perspective
because of the exclusion of relatively better pools with higher shares from 2005 or earlier
years. Consequently, historical data show a small basis in IOS vs. cohort speeds, which is
more pronounced for IOS 6 (Exhibit 8). However, most of the difference between IOS 6 vs.
cohort speeds goes away if April prints are excluded (buyout month for FN 6).

Exhibit 8: Speed differences between IOS 6.5 and 6 speeds versus cohorts are
small
Period
1m
3m
6m
12m

IOS 6.5
26.5
48.7
37.0
27.8

Cohort
25.9
28.4
47.1
35.9

IOS 6
27.7
41.4
34.8
29.9

Cohort
27.9
44.5
36.7
30.6

Source: Credit Suisse (US Mortgage Strategy)

Excluding the buyout months, the 2008 FN 6 cohort has historically prepaid faster than the
2006-07 FN 6.5 cohort. It also showed significantly worse negative convexity than the
2006-07 6.5 cohort during the refi wave of 2009 (Exhibit 9). IOS 6 speeds could rise
further above 6.5s as roll rates on the 2006-07 FN 6.5 cohort decline because of credit
burnout, in contrast to a ramping up in the 2008 6 cohort. Additionally, IOS 6.5s benefit
from the stable speed profile of the 2006 vintage 6.5s (Exhibit 10). IOS 6.5s could benefit
further if the 2007 vintage starts tracking the 2006 vintage.
In a double-dip risk scenario, the 2008 FN 6 cohort is likely to experience as much if not
more deterioration in credit performance than the 2006-07 cohorts because of a lower
degree of credit burnout.
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It is important to note that June prepays were 1.2CPR slower on IOS 6.5s than 6s.
However, we conservatively estimate the fair value of the IOS 6.5/6 swap at $1-09,
assuming IOS 6.5 and IOS 6 prepay on top of each other. Our estimate is based on equal
yield analysis and assigns no value to the better convexity of IOS 6.5. If IOS 6.5 speeds
are 1-2 CPR slower than IOS 6, as anticipated, we estimate the fair value of the swap is
2+ points higher (Exhibit 11).
A government-policy-induced spike in prepayments is a perceived risk to this trade.
However, we believe that the impact on 6.5s and 6s should be comparable in such a
scenario.

Exhibit 9: Speed comparison between 2008 vintage FN 6s and 2006-07 vintage
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Source: Credit Suisse (US Mortgage Strategy)
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Exhibit 10: Prepay speeds on 2006 vintage 6.5s have been 4 CPR slower (on
average) than on 2007 vintage 6.5s since the beginning of H2:09
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Source: Credit Suisse (US Mortgage Strategy)

Exhibit 11: 2006 estimated fair value pay up for IOS 6.5 over IOS 6
(ticks)

Speed Diff
(IOS 6 - IOS 6.5)
-3
-2
-1
0
1
2
3

LT Speed of IOS 6.5
30
28
25
-0-133
-0-121
-0-102
0-033
0-042
0-055
0-21+
0-220
0-225
1-091
1-091
1-091
1-307
1-300
1-291
2-222
2-206
2-187
3-156
3-136
3-105

Source: Credit Suisse (US Mortgage Strategy)

Mortgage Market Focus – Market Watch

7

STRUCTURED PRODUCTS RESEARCH
Lara Warner, Managing Director
Global Head of Fixed Income and Economic Research
+1 212 538 4804

Gail Lee, Managing Director
Global Head of Structured Products Research
+1 212 325 1214

NORTH AMERICA

Eleven Madison Avenue, New York, NY 10010

Asset-Backed Securities (ABS)
Chandrajit Bhattacharya, Director

Thomas Suehr, Associate

Senior Strategist, Group Head
+1 212 325 1546
chandrajit.bhattacharya@credit-suisse.com

+1 212 325 3663
thomas.suehr@credit-suisse.com

Collateralized Debt Obligations (CDO) / Collateralized Loan Obligations (CLO)
David Yan, Director
+1 212 325 5792
david.yan@credit-suisse.com

Commercial Mortgage Backed Securities (CMBS)
Gail Lee, Managing Director

Sylvain Jousseaume, Vice President

Serif Ustun, Vice President

Senior Strategist, Group Head
+1 212 325 1214
gail.lee@credit-suisse.com

+1 212 325 1356
sylvain.jousseaume@credit-suisse.com

+1 212 538 4582
serif.ustun@credit-suisse.com

Mortgage Backed Securities — Residential (MBS)
Mahesh Swaminathan, Director

Mukul Chhabra, Vice President

Qumber Hassan, Vice President

Senior Strategist, Group Head
+1 212 325 8789
mahesh.swaminanthan@credit-suisse.com

+1 212 325 0709
mukul.chhabra@credit-suisse.com

+1 212 538 4988
qumber.hassan@credit-suisse.com

LONDON

One Cabot Square, London E14 4QJ

Carlos Diaz, Associate
+ 44 20 7888 2414
carlos.diaz@credit-suisse.com

JAPAN

Izumi Garden Tower, 1-6 Roppongi 1-Chome, Minato-ku, Tokyo 106-6024

Tomohiro Miyasaka, Director

Hua Wang, Associate

Japan Head
+ 81 3 4550 7171
tomohiro.miyasaka@credit-suisse.com

+ 81 3 4550 7447
hua.wang@credit-suisse.com

Disclosure Appendix
Analyst Certification
The analysts identified in this report each certify, with respect to the companies or securities that the individual analyzes, that (1) the views expressed in this
report accurately reflect his or her personal views about all of the subject companies and securities and (2) no part of his or her compensation was, is or will
be directly or indirectly related to the specific recommendations or views expressed in this report.
Important Disclosures
Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail, please refer to
Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: http://www.csfb.com/research-andanalytics/disclaimer/managing_conflicts_disclaimer.html
Credit Suisse’s policy is to publish research reports as it deems appropriate, based on developments with the subject issuer, the sector or the market that
may have a material impact on the research views or opinions stated herein.
The analyst(s) involved in the preparation of this research report received compensation that is based upon various factors, including Credit Suisse's total
revenues, a portion of which are generated by Credit Suisse's Investment Banking and Fixed Income Divisions.
Credit Suisse may trade as principal in the securities or derivatives of the issuers that are the subject of this report.
At any point in time, Credit Suisse is likely to have significant holdings in the securities mentioned in this report.
As at the date of this report, Credit Suisse acts as a market maker or liquidity provider in the debt securities of the subject issuer(s) mentioned in this report.
For important disclosure information on securities recommended in this report, please visit the website at https://firesearchdisclosure.credit-suisse.com or call +1-212-538-7625.
For the history of any relative value trade ideas suggested by the Fixed Income research department as well as fundamental recommendations provided by
the Emerging Markets Sovereign Strategy Group over the previous 12 months, please view the document at http://research-andanalytics.csfb.com/docpopup.asp?ctbdocid=330703_1_en. Credit Suisse clients with access to the Locus website may refer to http://www.creditsuisse.com/locus.
For the history of recommendations provided by Technical Analysis, please visit the website at http://www.credit-suisse.com/techanalysis.
Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot be used,
by any taxpayer for the purposes of avoiding any penalties.
Emerging Markets Bond Recommendation Definitions
Buy: Indicates a recommended buy on our expectation that the issue will deliver a return higher than the risk-free rate.
Sell: Indicates a recommended sell on our expectation that the issue will deliver a return lower than the risk-free rate.
Corporate Bond Fundamental Recommendation Definitions
Buy: Indicates a recommended buy on our expectation that the issue will be a top performer in its sector.
Outperform: Indicates an above-average total return performer within its sector. Bonds in this category have stable or improving credit profiles and are
undervalued, or they may be weaker credits that, we believe, are cheap relative to the sector and are expected to outperform on a total-return basis. These
bonds may possess price risk in a volatile environment.
Market Perform: Indicates a bond that is expected to return average performance in its sector.
Underperform: Indicates a below-average total-return performer within its sector. Bonds in this category have weak or worsening credit trends, or they may
be stable credits that, we believe, are overvalued or rich relative to the sector.
Sell: Indicates a recommended sell on the expectation that the issue will be among the poor performers in its sector.
Restricted: In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, including an
investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other circumstances.
Not Rated: Credit Suisse Global Credit Research or Global Leveraged Finance Research covers the issuer but currently does not offer an investment view
on the subject issue.
Not Covered: Neither Credit Suisse Global Credit Research nor Global Leveraged Finance Research covers the issuer or offers an investment view on the
issuer or any securities related to it. Any communication from Research on securities or companies that Credit Suisse does not cover is factual or a
reasonable, non-material deduction based on an analysis of publicly available information.
Corporate Bond Risk Category Definitions
In addition to the recommendation, each issue may have a risk category indicating that it is an appropriate holding for an "average" high yield investor,
designated as Market, or that it has a higher or lower risk profile, designated as Speculative and Conservative, respectively.
Credit Suisse Credit Rating Definitions
Credit Suisse may assign rating opinions to investment-grade and crossover issuers. Ratings are based on our assessment of a company's creditworthiness
and are not recommendations to buy or sell a security. The ratings scale (AAA, AA, A, BBB, BB, B) is dependent on our assessment of an issuer's ability to
meet its financial commitments in a timely manner. Within each category, creditworthiness is further detailed with a scale of High, Mid, or Low – with High
being the strongest sub-category rating: High AAA, Mid AAA, Low AAA – obligor's capacity to meet its financial commitments is extremely strong; High
AA, Mid AA, Low AA – obligor's capacity to meet its financial commitments is very strong; High A, Mid A, Low A – obligor's capacity to meet its financial
commitments is strong; High BBB, Mid BBB, Low BBB – obligor's capacity to meet its financial commitments is adequate, but adverse
economic/operating/financial circumstances are more likely to lead to a weakened capacity to meet its obligations; High BB, Mid BB, Low BB – obligations
have speculative characteristics and are subject to substantial credit risk; High B, Mid B, Low B – obligor's capacity to meet its financial commitments is
very weak and highly vulnerable to adverse economic, operating, and financial circumstances; High CCC, Mid CCC, Low CCC – obligor's capacity to meet
its financial commitments is extremely weak and is dependent on favorable economic, operating, and financial circumstances. Credit Suisse's rating opinions
do not necessarily correlate with those of the rating agencies.
Structured Securities, Derivatives, and Options Disclaimer
Structured securities, derivatives, and options (including OTC derivatives and options) are complex instruments that are not suitable for every investor, may
involve a high degree of risk, and may be appropriate investments only for sophisticated investors who are capable of understanding and assuming the risks

involved. Supporting documentation for any claims, comparisons, recommendations, statistics or other technical data will be supplied upon request. Any
trade information is preliminary and not intended as an official transaction confirmation.
OTC derivative transactions are not highly liquid investments; before entering into any such transaction you should ensure that you fully understand its
potential risks and rewards and independently determine that it is appropriate for you given your objectives, experience, financial and operational resources,
and other relevant circumstances. You should consult with such tax, accounting, legal or other advisors as you deem necessary to assist you in making
these determinations. In discussions of OTC options and other strategies, the results and risks are based solely on the hypothetical examples cited; actual
results and risks will vary depending on specific circumstances. Investors are urged to consider carefully whether OTC options or option-related products, as
well as the products or strategies discussed herein, are suitable to their needs.
CS does not offer tax or accounting advice or act as a financial advisor or fiduciary (unless it has agreed specifically in writing to do so). Because of the
importance of tax considerations to many option transactions, the investor considering options should consult with his/her tax advisor as to how taxes affect
the outcome of contemplated options transactions.
Use the following link to read the Options Clearing Corporation's disclosure document: http://www.theocc.com/publications/risks/riskstoc.pdf
Transaction costs may be significant in option strategies calling for multiple purchases and sales of options, such as spreads and straddles. Commissions
and transaction costs may be a factor in actual returns realized by the investor and should be taken into consideration.

References in this report to Credit Suisse include all of the subsidiaries and affiliates of Credit Suisse AG operating under its investment banking division. For more information
on our structure, please use the following link: https://www.credit-suisse.com/who_we_are/en/.
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse AG or its affiliates (“CS”) to any
registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to CS. None of the
material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of
CS. All trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of CS or its affiliates.
The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the solicitation
of an offer to sell or to buy or subscribe for securities or other financial instruments. CS may not have taken any steps to ensure that the securities referred to in this report are
suitable for any particular investor. CS will not treat recipients of this report as its customers by virtue of their receiving this report. The investments and services contained or
referred to in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or
investment services. Nothing in this report constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate
to your individual circumstances, or otherwise constitutes a personal recommendation to you. CS does not advise on the tax consequences of investments and you are
advised to contact an independent tax adviser. Please note in particular that the bases and levels of taxation may change.
Information and opinions presented in this report have been obtained or derived from sources believed by CS to be reliable, but CS makes no representation as to their
accuracy or completeness. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the
extent that such liability arises under specific statutes or regulations applicable to CS. This report is not to be relied upon in substitution for the exercise of independent
judgment. CS may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the information presented in this
report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared them and CS is under no obligation to ensure that such
other reports are brought to the attention of any recipient of this report.
CS may, to the extent permitted by law, participate or invest in financing transactions with the issuer(s) of the securities referred to in this report, perform services for or solicit
business from such issuers, and/or have a position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments
related thereto. In addition, it may make markets in the securities mentioned in the material presented in this report. CS may have, within the last three years, served as
manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this report or may be
providing, or have provided within the previous 12 months, significant advice or investment services in relation to the investment concerned or a related investment. Additional
information is, subject to duties of confidentiality, available on request. Some investments referred to in this report will be offered solely by a single entity and in the case of
some investments solely by CS, or an associate of CS or CS may be the only market maker in such investments.
Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future
performance. Information, opinions and estimates contained in this report reflect a judgement at its original date of publication by CS and are subject to change without notice. The
price, value of and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is
subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial instruments. Investors in securities such as
ADR’s, the values of which are influenced by currency volatility, effectively assume this risk.
Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding
and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited
to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor
interested in purchasing a structured product should conduct their own investigation and analysis of the product and consult with their own professional advisers as to the risks
involved in making such a purchase.
Some investments discussed in this report may have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses
when that investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount of
initial investment and, in such circumstances, you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in
consequence, initial capital paid to make the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell
or realise those investments, similarly it may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed.
This report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of CS, CS has not reviewed any
such site and takes no responsibility for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to CS’s own website material) is provided
solely for your convenience and information and the content of any such website does not in any way form part of this document. Accessing such website or following such link
through this report or CS’s website shall be at your own risk.
This report is issued and distributed in Europe (except Switzerland) by Credit Suisse Securities (Europe) Limited, One Cabot Square, London E14 4QJ, England, which is
regulated in the United Kingdom by The Financial Services Authority (“FSA”). This report is being distributed in Germany by Credit Suisse Securities (Europe) Limited
Niederlassung Frankfurt am Main regulated by the Bundesanstalt fuer Finanzdienstleistungsaufsicht ("BaFin"). This report is being distributed in the United States and Canada
by Credit Suisse Securities (USA) LLC; in Switzerland by Credit Suisse AG; in Brazil by Banco de Investimentos Credit Suisse (Brasil) S.A; in Mexico by Banco Credit Suisse
(México), S.A. (transactions related to the securities mentioned in this report will only be effected in compliance with applicable regulation); in Japan by Credit Suisse Securities
(Japan) Limited, Financial Instruments Firm, Director-General of Kanto Local Finance Bureau (Kinsho) No. 66, a member of Japan Securities Dealers Association, The
Financial Futures Association of Japan, Japan Securities Investment Advisers Association; elsewhere in Asia/ Pacific by whichever of the following is the appropriately
authorised entity in the relevant jurisdiction: Credit Suisse (Hong Kong) Limited, Credit Suisse Equities (Australia) Limited, Credit Suisse Securities (Thailand) Limited, Credit
Suisse Securities (Malaysia) Sdn Bhd, Credit Suisse AG, Singapore Branch, and elsewhere in the world by the relevant authorised affiliate of the above. Research on
Taiwanese securities produced by Credit Suisse AG, Taipei Branch has been prepared by a registered Senior Business Person. Research provided to residents of Malaysia is
authorised by the Head of Research for Credit Suisse Securities (Malaysia) Sdn Bhd, to whom they should direct any queries on +603 2723 2020. This research may not conform to
Canadian disclosure requirements.
In jurisdictions where CS is not already registered or licensed to trade in securities, transactions will only be effected in accordance with applicable securities legislation, which
will vary from jurisdiction to jurisdiction and may require that the trade be made in accordance with applicable exemptions from registration or licensing requirements. Non-U.S.
customers wishing to effect a transaction should contact a CS entity in their local jurisdiction unless governing law permits otherwise. U.S. customers wishing to effect a
transaction should do so only by contacting a representative at Credit Suisse Securities (USA) LLC in the U.S.
This material is not for distribution to retail clients and is directed exclusively at Credit Suisse's market professional and institutional clients. Recipients who are not market
professional or institutional investor clients of CS should seek the advice of their independent financial advisor prior to taking any investment decision based on this report or for
any necessary explanation of its contents. This research may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the
FSA or in respect of which the protections of the FSA for private customers and/or the UK compensation scheme may not be available, and further details as to where this may
be the case are available upon request in respect of this report.
Copyright © 2010 CREDIT SUISSE GROUP AG and/or its affiliates. All rights reserved.

Investment principal on bonds can be eroded depending on sale price or market price. In addition, there are bonds on which
investment principal can be eroded due to changes in redemption amounts. Care is required when investing in such instruments.
When you purchase non-listed Japanese fixed income securities (Japanese government bonds, Japanese municipal bonds, Japanese government guaranteed bonds,
Japanese corporate bonds) from CS as a seller, you will be requested to pay purchase price only.

