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LONDON ( Standard & Poor's) June 14, 2004--Standard & Poor's Ratings
Services said today it assigned its '"A+ foreign currency and ' AA+' 1| oca
currency issuer credit ratings to |budal anasjodur, the Housing Fi nancing
Fund (HFF) of the Republic of Iceland (foreign currency A+/ Positive/A- 1+

| ocal currency AA+/ Stable/A-1+). At the sanme tinme, Standard & Poor's
assigned its 'A-1+ short-termrating to HFF. The ratings are the sane as
those on the Republic, which is the sole owner of HFF and provi des an
ultimate (although not a tinely) guarantee of HFF's liabilities. The

outl ooks on HFF al so match those of the Republic--positive for the foreign
currency rating and stable for the local currency rating.

"HFF' s ratings reflect the governnent's support, as indicated by its
ul ti mate guarantee of the agency's debt and its 100% ownership," said
Standard and Poor's nanagi ng director and deputy head of sovereign ratings
group John Chanbers. "The ratings are al so supported by the inportance
attached to private hone ownership, which the HFF has so successfully
pronmoted. Al though HFF is not a profit-nmaximzing entity, its operating
and financial perfornmance has been robust for a public enterprise," added
M . Chanbers.

HFF was established in 1998 by | aw as a governnment agency under the
| egi slation of the Republic of Iceland. As the sole specialized housing
financing fund in the Republic, HFF is the main instrument supporting the
governnent's housing policy.

The state nmintains close supervision over HFF, with the Mnistry of
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Social Affairs selecting HFF' s supervisory board, chairnman, and
vice-chairman. The Mnistry of Social Affairs and the Mnistry of Finance
approve HFF' s budget, which is presented with the state budget. The state
isultimtely responsible for all of HFF' s liabilities. The guarantee
extended to HFF is, however, a guarantee of collection where paynents can
be clained fromthe state only after HFF has defaulted on its obligations.

"Nevertheless, it is our opinion that the Icelandic governnent and the
nonetary authorities would support HFF in a tinely manner in a financial
stress scenario, due to the Fund's conpelling public policy role and
prom nence in |celandic capital markets," said M. Chanbers.

HFF's profitability has been adequate, in line with its not-for-profit
public policy role. The agency's financial robustness is further supported
by its exenption fromcorporate and property taxation and the fact that it
does not pay out dividends. Finally, as a public law entity, HFF is not
subj ect to ordinary bankruptcy law. Instead, a specific |aw would have to
be passed to liquidate the entity.

Standard & Poor's expects that HFF will continue to play a key role in
the I cel andi c governnent's housing plans and policies and that government
support w Il not dimnish. HFF enjoys significant political support from
all relevant political parties, making a najor change in the regul atory
envi ronnent inprobable. Accordingly, privatization risk, and the
concom t ant weakeni ng of government support is highly unlikely in the
foreseeable future. That said, donestic |celandic banks have filed a
conpl ai nt agai nst the HFF with the European Free Trade Associ ation
Surveill ance Authority, regarding unfair financial sector conpetition
under EU state aid rules, due to HFF' s fundi ng advantage fromthe ultinate
government guarantee. Standard & Poor's does not believe that any adverse
ruling, should it be forthcomi ng, would materially hurt the inplenmentation
of HFF's policy role or its financial strength. Should the I egal challenge
prove successful and lead to a change in HFF' s institutional arrangenents,
however, its ratings could be affected.

Ratings information is available to subscribers of RatingsDirect,
Standard & Poor's Web-based credit anal ysis system at
www. ratingsdirect.com It can also be found on Standard & Poor's public
Web site at www st andar dandpoors. com under Credit Ratings in the left
navi gation bar, select Find Ratings, then Credit Ratings Search
Alternatively, call one of the followi ng Standard & Poor's nunbers: London
Rati ngs Desk (44) 20-7176-7400; London Press O fice Hotline (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;
St ockhol m (46) 8-440-5916; or Mscow (7) 095-783-4017. Menmbers of the
nedi a may al so contact the European Press Ofice via e-mail on
nmedi a_eur ope@t andar dandpoor s. com
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