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Research Update:

Republic of Iceland Foreign And Local
Currency Ratings Placed On CreditWatch
Negative Following Icesave Veto

Overview

e The Icesave veto could lead to delays to and revisions of the
I nternational Mnetary Fund (I MF) program

e As aresult, we could |lower our ratings on Iceland by one to two notches
wi thin a nonth.

» The local currency ratings are vul nerable due to continuing constraints
to nonetary flexibility.

* W are placing our 'BBB-/A-3 foreign currency and ' BBB+/ A-2' | oca
currency ratings on Iceland on CreditWatch with negative inplications.

Rating Action

On Jan. 5, 2010, Standard & Poor's Ratings Services placed its 'BBB-/A-3
foreign currency and 'BBB+/ A-2' |ocal currency sovereign credit ratings on the
Republic of Iceland on CreditWatch with negative inplications.

Rationale
The CreditWatch placenent indicates the likelihood of a downgrade if politica
uncertainty grows and external liquidity pressures persist in the wake of

President O afur Ragnar Ginmsson's veto of the "lcesave Act,'
passed on Dec. 30, 2009.

The vetoed | egislation would have extended a sovereign guarantee for a
| oan by the Dutch and U. K. governnents to the Icel andic deposit guarantee
fund. The proceeds of that loan, in turn, would have reinbursed the Dutch and
U. K. governnents for having conpensated depositors in |cesave, a branch in The
Net herl ands and the U K. of the failed Icel andi c bank Landsbanki. Resol ution
of the Icesave issue is a condition for ancillary bilateral funding from
Nordic nations that is part of Iceland's | M- agreenent. As a result of the
veto, we expect that disbursenents on the remaining $2.3 billion bal ance under
the IMF programwi |l be delayed and the paranmeters of the program ni ght have
to be reworked, possibly including raising the required primary surplus
targets. The financing is key to bolster the central bank's forei gn exchange
reserves (currently about €2.5 billion) and to pernmit an eventual easing of
capital controls put in place in | ate Novenber 2008.

Fol |l owi ng the veto, the government can now choose to put the |egislation
to a referendum which we expect to be voted down, or it could retract the
legislation. In either case, a pronpt resolution to the dispute appears
unli kel y.

whi ch parlianent
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CreditWatch

W expect to resolve the CreditWatch placenment this nonth once there is
greater clarity about the political will to enact other neasures to restore

i nvestor confidence and about the availability of official external financing.
Shoul d a political inpasse persist or should we deemthat Iceland s access to
official external financing has been affected, we could | ower our ratings on

| cel and by one or two notches.

Related Research
e "Use O CreditWatch And CQutl ooks," Sept. 14, 2009

e "Sovereign Credit Ratings: A Priner," May 29, 2008

Ratings List

Cr edi t WAt ch/ Qut | ook Acti on

To From
I cel and (Republic of)
Sovereign Credit Rating
Forei gn Currency BBB- / WAt ch Neg/ A- 3 BBB-/ St abl e/ A-3
Local Currency BBB+/ Wat ch Neg/ A- 2 BBB+/ St abl e/ A- 2
I cel and (Republic of)
Seni or Unsecured BBB+/ Wt ch Neg BBB+
Seni or Unsecured BBB- / Wat ch Neg BBB-
Short - Ter m Debt A- 2/ Wt ch Neg A-2
Conmmer ci al Paper A-3/ Wat ch Neg A-3
Ratings Affirmed
I cel and (Republic of)
Transfer & Convertibility Assessnent
Local Currency BBB-

Additional Contacts:
John Chambers, CFA, New York (1) 212-438-7344;john_chambers@standardandpoors.com
Sovereign Ratings;SovereignLondon@standardandpoors.com

Conplete ratings information is available to RatingsDirect on the d obal
Credit Portal subscribers at ww. gl obal creditportal.comand RatingsDirect
subscribers at www. ratingsdirect.com All ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
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colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow (7) 495-783-4011.
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