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S&P Publishes Criteria And Related Commentary On Changes To Its
Loan Loss Estimates For The Spanish Financial System

MADRID (Standard & Poor's) June 21, 2010--Standard & Poor's Ratings Services 
has just finished a review of the asset quality of the Spanish financial 
system and generally sees greater deterioration and loan losses than it 
expected in September 2009. 

"Mainly because of our greater loan loss expectations for the real estate 
sector, we have raised our estimates for systemwide loan losses from 2009 
through 2011," said Standard & Poor's credit analyst Elena Iparraguirre.

As a result, in a report published today, "Updated Assumptions For Loan Losses 
Of Financial Institutions In Spain Under Our Credit Stress Testing Methodology,
" Standard & Poor's changed its assumptions for loan losses that the Spanish 
financial system will experience under its "base scenario."

To comment on those changes, Standard & Poor's today also published "S&P 
Increases Its Estimate Of Loan Losses For The Spanish Financial System Under 
The Weight Of Real Estate."

Prompting our review was the Bank of Spain's recent publication of data about 
the volume of real estate assets accumulated by the banking industry and the 
size of real estate exposures classified as substandard, as well as our own 
economists' more pessimistic forecasts for the country's economic growth in 
the next few years.  

Standard & Poor's now estimates that cumulative credit losses from 2009 
through 2011 will reach 5.3% of the financial system's portfolio of domestic 
private-sector loans outstanding at end-2008, or €99.3 billion under our base 
scenario. That is about 94 basis points or €17.7 billion higher than our 
previous estimate. These numbers do not represent all losses we expect for the 
duration of the downturn because they exclude those we believe already 
materialized in 2008--primarily in the second half. Including these, the 
figures would be 6.1% or €114.2 billion of the stock of domestic 
private-sector loans outstanding at the end of 2008.

Notably, we increased our credit loss assumptions for real estate exposures to 
14.5% for the 2009-2011 period (16.0% including 2008) from our previous 
estimate of 9.6%. As a result, we now expect real estate exposures to account 
for 44% of the system's total credit losses, versus 36% previously. In our 
view, it will likely be no surprise that real estate will represent the 
largest share of credit losses, given the abrupt adjustment to Spain's 
property market. The drop in housing demand has drained liquidity in the 
highly leveraged Spanish real estate sector and affected profitability. The 
market has accumulated a large stock of unsold property that will take several 
years to unwind, in our view, while activity in the sector is still subdued. 
Against this backdrop, we expect more developers to run into difficulties and 
insolvencies in the sector to increase further. 

We note that the overall increase in our systemwide credit loss assumptions 
mainly reflects higher estimates for problematic assets. We now believe that 
problematic assets will peak at 13.6% of the financial system's domestic 
private-sector credit under our base scenario, versus 11.0% previously. Our 
loan given default (LGD) estimates have changed little and remain fairly 
stable (44.9% versus 46.7%), mainly because Standard & Poor's outlook for real 
estate prices remains the same: a 30% peak-to-trough drop from 2008 through 
2012. Since their peak in 2008, prices have so far declined 11%. 
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     The report is available to RatingsDirect on the Global Credit Portal 
subscribers at www.globalcreditportal.com and RatingsDirect subscribers at 
www.ratingsdirect.com.  If you are not a RatingsDirect subscriber, you may 
purchase a copy of the report by calling (1) 212-438-7280 or sending an e-mail 
to research_request@standardandpoors.com. Ratings information can also be 
found on Standard & Poor's public Web site by using the Ratings search box 
located in the left column at www.standardandpoors.com.  Alternatively, call 
one of the following Standard & Poor's numbers: Client Support Europe (44) 
20-7176-7176; London Press Office (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.
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No content (including ratings, credit-related analyses and data, model, sof tw are or other application or output therefrom) or any part
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database
or retrieval system, w ithout the prior w ritten permission of S&P. The Content shall not be used for any unlaw ful or unauthorized
purposes. S&P, its aff iliates, and any third-party providers, as w ell as their directors, of ficers, shareholders, employees or agents
(collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not
responsible for any errors or omissions, regardless of the cause, for the results obtained from the use of the Content, or for the
security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY
AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR
FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE
CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR
HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, w ithout limitation, lost
income or lost profits and opportunity costs) in connection w ith any use of the Content even if advised of  the possibility of such
damages.

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of  the date they are expressed
and not statements of fact or recommendations to purchase, hold, or sell any securities or to make any investment decisions. S&P
assumes no obligation to update the Content follow ing publication in any form or format. The Content should not be relied on and is
not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients w hen making
investment and other business decisions. S&P's opinions and analyses do not address the suitability of any security. S&P does not

21/06/2010 [21-Jun-2010] S&P Publishes Criteria An…

about:blank 2/3



act as a f iduciary or an investment advisor. While S&P has obtained information f rom sources it believes to be reliable, S&P does not
perform an audit and undertakes no duty of due diligence or independent verif ication of  any information it receives.

S&P keeps certain activities of  its business units separate from each other in order to preserve the independence and objectivity of
their respective activities. As a result, certain business units of  S&P may have information that is not available to other S&P business
units. S&P has established policies and procedures to maintain the confidentiality of  certain non-public information received in
connection w ith each analytical process.

S&P may receive compensation for its ratings and certain credit-related analyses, normally f rom issuers or underw riters of
securities or f rom obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are
made available on its Web sites, w ww.standardandpoors.com  (free of charge), and w ww.ratingsdirect.com  and
www .globalcreditportal.com  (subscription), and may be distributed through other means, including via S&P publications and
third-party redistributors. Additional information about our ratings fees is available at
www .standardandpoors.com/usratingsfees .

Any Passw ords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the individual to w hom they
have been assigned. No sharing of passw ords/user IDs and no simultaneous access via the same passw ord/user ID is permitted.
To reprint, translate, or use the data or information other than as provided herein, contact Client Services, 55 Water Street, New
York, NY 10041; (1) 212-438-7280 or by e-mail to: research_request@standardandpoors.com .
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