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Research Update:

Ratings On Iceland-Based Utility Landsvirkjun
On CreditWatch Negative Due To Weak
Liquidity And Business Outlook

Rationale

On May 8, 2009, Standard & Poor's Ratings Services placed its 'BBB-' |ong-term
and 'A-3' short-termforeign and | ocal currency corporate credit ratings on
| cel and-based utility Landsvirkjun on CreditWatch with negative inplications.

The Credi tWatch pl acenent reflects Standard & Poor's opinion of
deterioration in Landsvirkjun's stand-al one credit profile because of a
weakeni ng in Landsvirkjun's liquidity and business outl ook as well as
uncertainties about the ability and willingness of the Icelandic state to
provide tinely financial support if necessary. Qur concerns about
Landsvirkjun's liquidity include: the funding sources for Landsvirkjun's
short-term debt service requirenents are uncertain; access to capital narkets
islinmted; a credit support agreenent (CSA) counterparty could require
Landsvirkjun to post nore collateral; and Landsvirkjun's cash resources have
declined foll owi ng debt repaynents in March 2009. Uncertainti es about
Landsvirkjun's business outl ook reflect, in our view, its exposure to a
weakened donestic econony and the al umi num i ndustry, which is experiencing
| ess demand and | ower price |evels.

Standard & Poor's anal yzes Landsvirkjun using its criteria for
government-rel ated entities. The ratings on Landsvirkjun are currently based
on a top-down net hodol ogy, which reflects the followi ng facts and opi ni ons:
Landsvirkjun's 100% ownership by the state, the Republic of Iceland (foreign
currency BBB-/Negative/A-3; local currency BBB+/ Negative/ A-2); the provision
of state guarantees for the collection of all of Landsvirkjun's debt; our
expectation that Landsvirkjun will not be incorporated and privatized in the
mediumterny its strategic inportance to the Icelandic econony; its central
role in the pronotion of power-intensive industries; and the risk to the
sovereign reputation if Landsvirkjun were to default.

The debt guarantees are ultinmate--but not tinely--and our review of the
rati ngs on Landsvirkjun will assess the ability, wllingness, and fornma
mechani sns for the |celandic government to provide timely financial support to
Landsvirkjun if needed. If we perceive nore uncertainties than so far expected
about the state's ability and willingness to provide tinmely support, we would
consi der whether to alter our ratings approach to one in which the ratings are
derived from Landsvirkjun's stand-al one credit quality. Adopting such an
approach could lead to a lowering of the ratings on Landsvirkjun by nore than
one not ch.

In our opinion, Landsvirkjun's stand-alone credit quality has further
deteriorated, and we now assess Landsvirkjun's stand-alone credit profile as
"B-', reflecting a weak and highly leveraged financial risk profile and a weak
liquidity position. It also reflects custoner concentration risks and exposure
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to inherently volatile alum num prices and forei gn exchange fluctuations.
Landsvirkjun's stand-al one creditworthiness also reflects our view of the
conpany's dom nant position in the Icelandic electricity market, ownership of
the transnission grid, and nbpdern asset base.

Liquidity

Landsvirkjun's liquidity position is weak. Landsvirkjun currently has $40
mllion in freely available cash and $290 million in committed |ines
(excluding the Icelandic banks' participation), conpared with $201 million of
short-termdebt. Landsvirkjun's liquidity position weakened during the first
guarter of 2009 because of revenue weakness and the use of cash to repay debt.
In addition to debt service requirenments, we understand that a CSA
counterparty could require Landsvirkjun to post an increased anount of
col l ateral depending on how the fair value of its derivative positions changes
and that Landsvirkjun also needs to fund capital expenditures in 2009.

CreditWatch

A resolution of the CreditWatch placenent is likely this nmonth after
di scussions with Landsvirkjun's nmanagenent and owners to determ ne whet her we
have sufficient evidence that the state would i ndeed provide tinely support to
Landsvirkjun if needed. W will also continue to nonitor Landsvirkjun's
progress to secure funding via the capital narkets.

We could lower the ratings if we determine that tinmely financial support
remai ns uncertain. An upgrade is unlikely at present, given Landsvirkjun's
weak financial profile and weak liquidity position

Ratings List
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*Q@uar ant eed by the Republic of Iceland.
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