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Research Update:

Republic of Iceland Ratings Lowered And
Removed From CreditWatch Negative

Rationale

On Cct. 6, 2008, Standard & Poor's Ratings Services lowered its foreign
currency sovereign credit rating on the Republic of Iceland to 'BBB/A-3' from
"A-/A-2' and its local currency sovereign credit rating to 'BBB+ A-2' from
"A+/A-1'. At the sanme tinme, Standard & Poor's renoved the long-termratings
from CreditWatch, where they were placed on Sept. 29, 2008, with negative
inplications. In addition, Standard & Poor's |lowered its transfer and
convertibility assessnent on lceland to 'A-' from'AA-'

In conjunction with these rating actions, Standard & Poor's al so | owered
its foreign currency ratings on |budal anasjodur (Housi ng Fi nanci ng Fund; HFF),
t he governnent -owned enterprise for housing finance, to 'BBB/ A-3" from
"A-/A-2" and its local currency rating to 'BBB/A-3" from'A+/A-1'. In
addition, Standard & Poor's renoved the long-termratings on HFF from
CreditWatch, where they were placed Sept. 29, 2008, with negative
i mplications.

The outl ook on both the Icelandic government and HFF is negative, which
i ndi cates that the bal ance of risks is on the downside.

These rating actions follow the |celandic government's announcenent t hat
it will guarantee deposits of the donestic banking systemand its subm ssion
to parlianent today of legislation to grant the Fi nancial System Supervisor
greater power to intervene in Icelandic banks. In a speech to the Icelandic
public today, Prime Mnister Geir Haarde inplied that depositors and creditors
of overseas subsidiaries of |celandic banks nmust rely on the financial
resources of the overseas subsidiaries thenselves and even warned that the
| cel andi ¢ banks nay "becone to sone extent non operational." Standard & Poor's
bel i eves that these neasures will help to Iimt the contingent fiscal risks to
t he governnent and thus help preserve the investnent-grade rating, but they
will also linmt the Icelandic banking system s access to internationa
markets, which in turn will engender a contraction of real GDP that is nuch
sharper than we had foreseen. This economnic contraction, conbined with the
depreci ation of the krona, will hurt the asset quality of the banks, depress
the fiscal revenues of the state, and narkedly alter what had been | ow
gover nrent debt |evels.

Outlook

The renoval of the ratings from CreditWatch indicates our view that the acute
pressures on the nation's external position will be staunched by these
government efforts to preserve the donestic banking system at the expense of
its foreign subsidiaries and perhaps its external creditors and by efforts we
expect shortly to augment international reserves. The negative outl ook speaks
to nore nmediumtermissues regarding the ability of policynakers to adjust the
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I celandic nmodel to lower and | ess volatile growth, with a nuch smaller
contribution fromits financial sector.

Ratings List

Downgr aded
To From
I cel and (Republic of)
Sovereign Credit Rating
Forei gn Currency BBB/ Negat i ve/ A- 3 A-/ Wat ch Neg/ A-2
Local Currency BBB+/ Negative/ A-2 A+/Watch Neg/ A1
Seni or Unsecured (5 issues)
Forei gn currency BBB A-/Wat ch Neg
Seni or Unsecured (7 issues)
Local currency BBB+ A+/ Wat ch Neg
Conmrer ci al Paper
Forei gn Currency A-3 A-2
Transfer & Convertibility Assessnent
Local Currency A- AA-
I cel and (Republic of)
Short-Term Debt (1 issue) A-2 A1
Conmrer ci al Paper (2 issues) A-3 A-2
Landsbanki | sl ands
Subordinated (1 issue) BBB/ WAt ch Neg A-/ Wt ch Neg
| budal anasj odur (Housing Fi nanci ng Fund)
Sovereign Credit Rating
Forei gn Currency BBB/ Negat i ve/ A- 3 A-/Wat ch Neg/ A-2
Local Currency BBB/ Negative/ A-3 A/ Vatch Neg/ A-1
| budal anasj odur (Housing Fi nanci ng Fund)
Seni or Unsecured (4 issues) BBB A-/ Wat ch Neg

Ratings information is available to subscribers of RatingsDirect, the

real -ti me Web-based source for Standard & Poor's credit ratings, research, and
ri sk analysis, at ww. ratingsdirect.com It can also be found on Standard &
Poor's public Wb site at www. st andar dandpoors. cony sel ect your preferred
country or region, then Ratings in the left navigation bar, followed by Credit
Rati ngs Search. Alternatively, call one of the follow ng Standard & Poor's
nunbers: Cient 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 Moscow (7) 495-783-4017.
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