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Research Update:

Republic of Ireland 'AA/A-1+' Sovereign
Ratings Affirmed; Outlook Negative

Overview

W are affirnmng the "AA long-termand 'A-1+ short-term sovereign
credit ratings on the Republic of Ireland. The outlook is negative.

« The affirmation reflects our view that trends in governnment revenue and
expenditure, the fiscal cost to the government of supporting the
financial system and the pace and depth of the econonic downturn will
remain broadly in line with our estinmates as set out in June 2009.

e The ratings on Ireland could be |lowered again if asset quality in the
banki ng system deteriorates at a faster pace than we expect and if, as a
result of its support for the sector or an even nore pronounced downturn
in econonmic growth, the government's fiscal performance weakens further
than we currently assune.

Rating Action

On Dec. 18, 2009, Standard & Poor's Ratings Services affirnmed its 'AA
long-termand ' A-1+ short-term sovereign credit ratings on the Republic of
Ireland. The outl ook remai ns negative. The transfer and convertibility
assessment remmins ' AAA' .

Rationale

The affirnmation reflects our view that trends in government revenue and
expenditure, the fiscal cost to the governnent of supporting the financial
system and the pace and depth of the econonmc downturn will remain broadly in
l[ine with our estinates as set out in June 2009 (see "Rel ated Research"

bel ow). Neverthel ess, the potential for further increases in the already
substantial general governnent debt burden due to the continued fragility in
the Irish banking sector, and weaker-than-expected outturns in the public
finances due to the ongoing recession, have led us to maintain the negative
out | ook.

On Dec. 9, 2009, the governnent set out its 2010 budget, which included a €4
billion (2.5%of CGDP) expenditure-led fiscal adjustnment. W believe the
specific neasures detailed in the budget provide a clear indication of the
government's intent to put the public finances on a nore sustainable footing.
Budget ary neasures announced i ncl ude pernmanent reductions in expenditure, and
structural reductions in public sector pay and social spending. The governnent
has also indicated a further €2 billion (1.2%of GDP) of reductions in capita
expendi ture over 2011-2012, and estimates a further €4 billion (2.3% of GDP)

i n expenditure and revenue adjustnent over the period, after which the genera
government deficit is projected to stand at 7.2% of GDP. W expect a broadly
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simlar trajectory for governnent borrow ng.

However, as we treat the debt issuance of the National Asset Managenent Agency
(NAMA) as a direct governnent obligation--despite the entity being set up as
an special purpose vehicle and therefore ostensibly off-balance sheet--our
estimate of gross general government debt in 2010 (113% of GDP) is £54 billion
(33% of GDP), higher than the official forecast. Qur projection of net debt in
2010 (92% of GDP) al so includes our estimate of the cost to the governnent of
recapitalizing domestic financial institutions (€20-€25 billion).

NAMA' s fundanental purpose to renove the riskiest |ending fromthe bal ance
sheets of the country's main donmestically owned comercial banks remains
unchanged. Under the | egislation approved by parliament on Nov. 12, 2009, the
government plans to transfer €77 billion of performng and inpaired
property-rel ated exposures and associ ated conmercial |lending fromlrish banks
to NAMA. NAMA is expected to acquire the assets for €54 billion, a significant
di scount to their current face value. The purchase of these assets, in turn
is to be financed by the issuance of governnent-guaranteed bonds by a special
pur pose vehicle. The government has announced that its objective is for NAMA
to pay down sone or all of this additional debt in future years fromthe
proceeds of maturing | oans and from asset di sposals and recoveries. In our
view, this will depend on the price it pays for the assets and their future
performance; cash flows fromthe purchased assets could fall belowits funding
costs if their underlying performance worsens conpared with NAMA s
expectations at the tine of purchase.

Ireland' s nmenbership of the European Econom c and Mnetary Union protects the
econony from exchange rate crises, but also puts greater onus on econonic and
fiscal policy in the absence of exchange rate flexibility. The Irish econony's
high | evel of |abor market flexibility is expected to result in a sharp
reduction in private sector wages, which we believe would make some inroads
into regaining Ireland's | ost conpetitiveness. However, we expect this small
open econony W Il remain dependent on a pick-up in demand from key trading
partners in order to achieve positive GDP per capita growh in the nedium
term The econonmic adjustnment is likely to be painful, as deflation wll

i ncrease the real cost of the private sector's substantial debt burden

Outlook

The ratings on Ireland could be |owered again if asset quality in the banking
system deteriorates at a faster pace than we expect and if, as a result of its
support for the sector or an even nore pronounced downturn in econom c growt h,
the governnent's fiscal perfornmance weakens further than we currently assune.
The ratings could also be lowered if the average maturity on the governnent's
debt, currently above six years, were to naterially shorten for a sustained
peri od. Conversely, the outlook could be revised to stable if the banking
sector stabilizes nmore quickly and at a |ower fiscal cost to the governnent
than we now think Iikely.
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Related Research

* Ireland Rating Lowered To ' AA" On Potential Fiscal Cost OF Wakening
Banki ng Sector Asset Quality; Qutlook Negative, 8 June 2009

* Republic of Ireland Rating Lowered To 'AA+'; Qutlook Negative On Public
Fi nance Concerns And Econonmic Growth Potential, March 30, 2009

* Republic of Ireland Qutl ook To Negative On Concerns About Public
Fi nances; Ratings Affirned, Jan 9, 2009

e Sovereign Credit Ratings: A Prinmer, May 29, 2008

Ratings List

Rati ngs Affirned
Republic of Ireland

Sovereign Credit Rating
AA/ Negativel A- 1+

N. B.--This |ist does not include all ratings affected.

Additional Contact:
Sovereign Ratings;SovereignLondon@standardandpoors.com

Conplete ratings information is available to RatingsDirect on the d obal
Credit Portal subscribers at www. gl obal creditportal.comand RatingsDirect
subscri bers 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

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; Stockhol m

(46) 8-440-5914; or Mpscow (7) 495-783-4011.
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