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None of the seven banks that failed the EU’s stress tests are held in our equity portfolios. In terms
of our fixed income portfolios, we have minimal exposure to the seven banks.

Overview

In the end, the much anticipated results of the EU’s bank stress test exercise were not as
revelatory as billed. The aim was to assess the resilience of the EU banking system to another
economic downturn and the ability of banks to absorb adverse movements in sovereign debt and
credit markets. However, political necessity meant we were never going to see a huge number of
banks fail.

Of the 91 banks surveyed, seven would see their Tier 1 capital ratios fall below the 6%
benchmark (4% is the regulatory minimum) following a severe sovereign shock. The unfortunate
seven contained no surprises — five Spanish regional savings banks, Germany’s Hypo Real Estate
and Greece's ATEbank.

In addition to the seven banks that failed, those that just passed — Italy’s Monte del Paschi (6.2%),
Allied Irish Banks (6.5%) and Germany’s Postbank (6.6%) will come under pressure to obtain
additional funding. Already Civica, one of the five Spanish banks that failed, has secured €450
million of convertible bond finance from JC Flowers, a private equity house.

Arguably more banks would have failed had the Committee of European Banking Supervisors
(CEBS) adopted more strenuous modelling. Rather than a 3% deviation in the EU’s growth
forecast they could have factored in a greater than 5% double-dip. Furthermore the CEBS
assumed no sovereign default, with the worst case scenario a 23.1% haircut on Greek sovereign
debt. This assumption is understandable to a degree given that European politicians have made it
clear there will be no European government default. However, for this to be the case Greece will
require huge financial support from the likes of Germany.

While the stress tests were perhaps too soft, they have provided a line in the sand. The European
banking system appears reasonably well placed to withstand a conventional downturn. However,
the results tell us little about how banks would cope in more extreme scenarios. Consequently we
continue to believe that greater disclosure by banks of the nature of their asset bases and
liquidity profiled will be crucial components of furthering fostering confidence in the banking
system and for allowing investors to make their own regular “stress tests” of the companies they
wish to consider allocating capital to.
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Important information

This document is not an advertisement and does not constitute or form part of any offer or
solicitation to issue, sell, subscribe or purchase any investment nor shall it or the fact of its
distribution form the basis of or be relied on in connection with, any contract for the same. The
contents in this document are for information, illustration or discussion purposes only and should
not be construed as a recommendation to buy or sell any investment product and do not purport
to represent or warrant the outcome of any investment product, strategy program or product.
Reference to individual companies or any securities or funds is purely for the purpose of
illustration only and should not be and should not be construed as a recommendation to buy or
sell or advice in relation to investment, legal or tax matters.

Any research or analysis used to derive, or in relation to, the above information has been
procured by Aberdeen Asset Management Asia Limited (“Aberdeen Asia”) for its own use, without
taking into account the investment objectives, financial situation or particular needs of any
specific investor, and may have been acted on for Aberdeen Asia’s own purpose.

Aberdeen Asia does not warrant the accuracy, adequacy or completeness of the information
herein and expressly disclaims liability for any errors or omissions. The information is given on a
general basis without obligation and on the understanding that any person acting upon or in
reliance on it, does so entirely at his or her own risk. Any projections or other forward-looking
statements regarding future events or performance of countries, markets or companies are not
necessarily indicative of, and may differ from, actual events or results. Aberdeen Asia reserves the
right to make changes and corrections to the information, including any opinions or forecasts
expressed herein at any time, without notice. No reliance may be placed for any purpose on the
information and opinions contained in this document or their accuracy or completeness.

This document may not be reproduced in any form without the express permission of Aberdeen
Asia and to the extent it is passed on, care must be taken to ensure that this reproduction is in a
form that accurately reflects the information presented here.
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