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Research Update:

Ireland Rating Lowered To '"AA' On Potential
Fiscal Cost Of Weakening Banking Sector Asset
Quality; Outlook Negative

(Editor's Note: In the original version of this release, one of the long-term
ratings in the "Ratings List" was nisstated. A corrected version follows.)

Overview

e Standard & Poor's has lowered its long-termsovereign credit rating on
the Republic of Ireland to 'AA" from'AA+ . The outl ook is negative.

* W have lowered the long-termrating on Irel and because we believe that
the fiscal costs to the governnent of supporting the Irish banking system
will be significantly higher than what we had expected when we | ast
|l owered the rating in March 2009, and, consequently, that the net genera
governnent debt burden will also be significantly higher over the nedi um
term

Rating Action

On June 8, 2009, Standard & Poor's Ratings Services |lowered its |ong-term
sovereign credit rating on the Republic of Ireland to "AA" from'AA+' . The
outl ook is negative. At the sane tine, Standard & Poor's has affirnmed its

"A-1+'" short-termrating on the Republic.

Rationale

We have lowered the long-termrating on Irel and because we believe that the
fiscal costs to the government of supporting the Irish banking systemw || be
significantly hi gher than what we had expected when we |ast |owered the rating
in March 2009, and, consequently, that the net general governnent debt burden
will also be significantly higher over the mediumterm Qur revised opinion
foll ows the recent announcenent by Anglo Irish Bank of |osses at the upper end
of Standard & Poor's expectations, as well as the governnment's announced
intentions regarding the scope of the operations of the new National Asset
Managenent Agency (NAMA), which is set to play an inmportant role in bol stering
the financial health of the Irish banking system

Under the government's plans, up to €90 billion of perform ng and
i mpai red property-rel ated exposures and associ ated commercial lending will be
transferred fromlrish banks to NAMA (which we understand will be established

under | egislation expected to cone into effect in Septenber 2009). The
government al so expects NAMA to acquire the assets at a significant di scount
to their current face value, with market estinmates we have seen of the
proj ected cost, based on average purchase prices, currently in the range of
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€55—€75 billion. The purchase of these assets, in turn, is to be financed by
the issuance of governnent bonds. The governnment has announced that its
objective is for NAVA to pay down sone or all of this additional debt in
future years fromthe proceeds of maturing | oans and from asset di sposals and
recoveri es.

In our view, NAMA's ability to minimze the cost to the government of its
financial operations will depend on the prices it pays for the assets and
their future performance. W consider that NAMA's ability to neet its
financial objectives is uncertain because of the risk that cash flows fromits
assets could fall belowits funding costs if their underlying performance
wor sens conpared with NAMA' s expectations at the tinme of purchase. At the sane
time, we believe the recently announced | osses (for the six nmonths to the end
of March 2009) at nationalized Anglo Irish Bank Corp. Ltd. (A-/Watch Neg/A-1)
hi ghl'i ght both the continued fragility of the Irish banking sector and its
reliance on the governnment for ongoing financial support. W also maintain our
opinion that Irish real and nonminal GDP is likely to remain bel ow 2008 | evel s
until 2013. Taking these factors and NAMA's |ikely borrow ngs into account,
along with our revised estimate of recapitalization costs to the governnent of
€20-€25 billion (conpared with our previous estimate of €15-€20 billion), we
now believe that Ireland s net general governnent debt coul d exceed 100% of
GDP over the mediumterm —a level that is higher than for Ireland's 'AA rated
Eur 0- zone soverei gn peers.

Outlook

The rating could be | owered again if asset quality in the Irish banking system
deteriorates at a faster pace than we expect and if, as a result of its
support for the sector or due to an even nore pronounced downturn in econonic
growm h, the government's fiscal performance weakens further than we currently
assume. The ratings could also be lowered if the average maturity of the
government's debt shortens materially for a sustained period. Conversely, the
outl ook could be revised to stable if the Irish banking sector stabilizes nore
qui ckly and at a |l ower fiscal cost to the government than we now think likely.

Ratings List

To From
Sovereign credit ratings
AA/ Negati vel/ A- 1+ AA+/ Negati ve/ A- 1+

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

Additional Contact:
Sovereign Ratings;SovereignLondon@standardandpoors.com
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www. ratingsdirect.com It can also be found on Standard & Poor's public Wb
site at www. standardandpoors. com sel ect your preferred country or region,
then Ratings in the I eft navigation bar, followed by Find a Rating.
Alternatively, call one of the following Standard & Poor's nunbers: dient
Support Europe (44) 20-7176-7176; London Press O fice (44) 20-7176-3605; Paris
(33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm (46) 8-440-5914; or
Moscow (7) 495-783-4011.

In the original version of this release, one of the long-term

ratings in the "Ratings List" was misstated. A corrected version foll ows.
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