STANDARD RATINGSDIRECT®

&POOR’S

January 19, 2009

Research Update:

Spain's Instituto de Credito Oficial
Downgraded To 'AA+' On Sovereign
Downgrade; 'A-1+' Affirmed;
Outlook Stable

Primary Credit Analyst:
Lorenzo Pareja, Madrid (34) 91-389-6962;lorenzo_pareja@standardandpoors.com

Secondary Credit Analyst:
Trevor Cullinan, London (44) 20-7176-7110;trevor_cullinan@standardandpoors.com

Table Of Contents

Rationale
Outlook

Ratings List

www.standardandpoors.com/ratingsdirect 1

Standard & Poor's. All rights reserved. No reprint or dissemination without S&P's permission. See Terms of 696935 | 300016928
Use/Disclaimer on the last page.



Research Update:

Spain's Instituto de Credito Oficial Downgraded

To 'AA+' On Sovereign Downgrade; 'A-1+'
Affirmed; Outlook Stable

Rationale

On Jan. 19, 2009, Standard & Poor's Ratings Services lowered its |long-term
issuer credit rating to 'AA+ from'AAA on Instituto de Crédito Ofici al

(1CO, the Spanish state's financial agency, following a simlar action today
on the Kingdom of Spain (AA+ Stable/A-1+). The short-termissuer credit rating
was affirmed at ' A-1+ . The outlook is stable. At the same time, the long-term
rati ng was renoved from Credi tWAtch, where it had been placed with negative

i mplications on Jan. 12, 2009.

The soverei gn downgrade reflects our view that public finances wll
suffer in tandemw th the expected decline in Spain's growh prospects, and
that the policy response may be insufficient to effectively counter the
rel ated econonic and fiscal challenges. For further details about our
sovereign rating action, see our Research Update "Kingdom of Spain Long-Term
Ratings Cut To ' AA+" On Structural Wakness; Qutl ook Stable" published today
on RatingsDirect.

The ratings on I CO are based on anticipated and conti nued support for the
entity fromthe Spanish state. This expectation is anply justified, given the
state's explicit guarantee and ultinmate liability for all of the agency's debt
and obligations. It is also supported by 1COs |legal status as the state's
financial agency and its inmportance to the Spani sh government as a
publ i c-service provider.

ICOs main nission is to pronote activities in line with national
economi c policy. It provides financial backing for small and m dsize
enterprises; long-termloans, chiefly for infrastructure projects; and
financial support in the event of economic crises and natural disasters. It
al so provides and manages financial instrunents to back exports and fund
of ficial devel opment prograns. At the government's request, |1CO has comitted
€5 billion since July 2008 for guarantees on state-pronpted securitized
nortgage deal s--and might conmit another €5 billion--in an effort to stinulate
Spain's state-pronoted housing sector. Together with liquidity lines to
several nortgage-backed securitization funds, these conmitnents mark an
extension of 1CO s business activities. |CO conplenents Spain's private
financial system rather than conpeting with it.

Gven that 1COs main public-service role is to support the Spanish
econony, its profitability is traditionally weak owing to the |arge and
i ncreasing wei ght of lowrisk nmediation [oans to | ocal banks in its asset
portfolio.

Because of a noticeable increase in ICOs |lowrisk assets since 2005, the
governnent injected capital into the agency in 2006 and 2007 to underpin ICO s
ratio of capital to risk-weighted assets--which stood at 12.2% at end- May
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2008, versus 11.2% at year-end 2007. Furthernore, the governnent formally
stated in the 2006 budgetary law that 1CO s solvency ratio nust not drop bel ow
9.5% once the Basel 11 capital adequacy agreenment comes into force. This
neasure provides further evidence of the state's strong support for the
agency.

Liquidity
ICOs liquidity position is adequate. The agency traditionally maintains a
creditor position in the Spanish interbank narket, with some €1.65 billion

lent at year-end 2007. As ICOis a second-tier public financial institution
customer deposits are not relevant and a significant portion of themare for
gover nnent paynent purposes. |CO mainly covers its treasury needs through its
medi um term note program

Outlook

The stable outlook mirrors that on the Kingdom of Spain. The sovereign credit
rati ngs m ght conme under pressure if the correction in Spain's economc

i mbal ances proceeds slowy, or large fiscal inbalances extend beyond what is
necessary for countercyclical measures. Conversely, significant progress in
bringing the ratio of governnent debt to GDP back to the 2008 |evel, alongside
the liberalization of |abor and product narkets in order to increase
productivity growth, inprove conpetitiveness, and reduce unenpl oynent, could
put upward pressure on the ratings.

We do not expect any change in the key factors that justify the
equal i zation of our ratings on 1COw th those on the sovereign. These include
sustai ned strong support fromthe Spani sh governnent, the nmaintenance of the
agency's protected legal status, and the state's explicit guarantee of 1CO s
financial obligations.
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