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LONDON (Standard & Poor's) July 4, 2011--On June 13, Standard & Poor's Ratings
Services |lowered the long-termrating on the Hellenic Republic (Geece) to
"CCC from'B'. In part, the downgrade reflected our view of the rising risk
that an enhanced of ficial financing package addressi ng the Greek governnent's
2011- 2014 financing needs could require private sector debt restructuring in a
formthat we would view as an effective default of its debt obligations under
our ratings criteria. In recent weeks, a nunber of proposals relating to this
topi c have surfaced, and the particulars in some cases are evidently still in
flux. This credit comment |ooks at the npbst prom nent of the recent proposals,
put forward by the Fédération Bancaire Francai se (FBF) on June 24, 2011, in
the context of our criteria for evaluating distressed debt exchanges and
simlar debt restructurings (see Related Research below). In brief, it is our
view that each of the two financing options described in the FBF proposal

woul d I'ikely amount to a default under our criteria.

The FBF proposal currently envisions French-regul ated financial institutions
agreeing to either of two options regarding their reinvestnent of proceeds
from Greek governnent debt maturing between July 2011 and June 2014. Based on
recent public statements by European policy nakers and bank executives, we
beli eve the options FBF has put forward on the refinancing of Geece's

maturi ng debt were nade at the behest of Geece's eurozone official creditors.
We broadly sunmarize these options bel ow.

Under the first option, French financial institutions would invest at | east
70% of the proceeds of their maturing G eek governnent bonds in new y-issued
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30-year Greek governnent bonds (New Thirty-Year Bonds). The transferability of
the New Thirty-Year Bonds would be restricted for the first 10 years of their
tenor (but eligible collateral for ECB repo operations). They woul d bear
interest at 5.5%plus a margin equal to the percentage of real annual growth
of the Greek econony, capped at 2.5% and floored at 0% The G eek governnent,
in turn, would be required to apply a portion of the issuance proceeds to the
purchase of zero-coupon 30-year 'AAA -rated bonds issued by one or nore
soverei gns, supranational institutions, or European agencies, with the
principal and interest fromsuch ' AAA" debt calculated to repay in full the
princi pal amount of the New Thirty-Year Bonds.

Under the second option, French financial institutions would invest at |east
90% of the proceeds of their maturing Greek governnent bonds in new y-issued
five-year Geek governnent bonds (New Five-Year Bonds). The New Fi ve- Year
Bonds woul d al so include restrictions on their transferability, and the
interest rate coupon would be the sane as on the New Thirty-Year Bonds
described in option one. W understand there would be no investnment of any
part of issuance proceeds in 'AAA debt under the second option

The relevant Standard & Poor's criteria pertaining to the financing options
described in the FBF proposal are found in "General Criteria: Rating

I mplications of Exchange Offers and Simlar Restructurings, Update," published
on RatingsDirect on May 12, 2009. This criteria describes the principles
Standard & Poor's foll ows when analyzing the credit effects when di stressed
entities attenpt to restructure their obligations. Depending on the

ci rcunmst ances, Standard & Poor's views certain types of debt exchanges and
simlar restructurings as equivalent to a paynent default. Under our criteria,
two conditions nust be net for a debt exchange or similar restructuring to
qualify as an effective default: (i) the transaction is viewed by us as

di stressed rather than purely opportunistic, and (ii) we take the view that
the "exchange or simlar restructuring” will result in investors receiving

| ess value than the prom se of the original securities.

Al t hough we do not consider either FBF financing option as strictly being an
"exchange," we are of the view that each falls into the category of what our
criteria terns a "simlar restructuring." This is because we believe--based on
recent public statenents of eurozone policymakers--that the aimof the
financing options is to reduce the risk of a near-termdebt payment default or
debt restructuring with haircuts and give the Greek governnent nore tine to
undertake fiscal consolidation and policy reforns. W al so believe that the
proposed options respond to the desire of eurozone creditor governments to
slow the growth in their own exposure to Greek governnent credit risk. W
note, too, the public expressions of concern by many policymakers about the
potentially damagi ng consequences of a near-term Greek default of any kind on
the capital positions of sone European banks and that such a default mni ght
trigger greater financial contagion in Europe and gl obally.

Qur criteria further states: "For an exchange offer to be viewed as

di stressed, we nust decide that, apart fromthe offer, there is a realistic
possibility of a conventional default (i.e., the conmpany could file for
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bankruptcy, becone insolvent, or fall into paynent default) on the instrunment
subj ect to the exchange, over the near to mediumterm™" In our view, G eece's
near-termreliance on EU I M- official financing, the governnent's difficulty
in reducing its sizable fiscal deficit, and the current pricing of G eek
government debt in the secondary market all underscore the Hellenic Republic's
weak creditworthiness and, consequently, point to a "realistic possibility"
that either financing option would fit the "distressed" category. (W al so
note the announcerment on July 1, 2011, by the Institute of Internationa

Fi nance--a gl obal organization with nenbership drawn, anong others, fromlarge
banks, insurance conpanies, and investnment managenent firns--that some of its
nmenbers mght, under certain conditions, be willing to buy back G eek

gover nrent bonds at nmarket prices well bel ow par.)

In addition, our criteria outline the characteristics of "distressed
transactions” that, individually or collectively, we consider when form ng an
opi nion on whether the resulting newy issued debt has "l ess value than the
prom se of the original securities,”" a primary condition of a distressed
exchange or simlar restructuring:

e The conbi nation of any cash amount and princi pal ambunt of new securities
offered is less than the original par anount;

« The interest rate is lower than the original interest rate;

e The new securities' nmaturities extend beyond the original

« The timng of paynents is slowed (e.g., zero-coupon fromquarterly
payi ng, or bullet fromanortizing); or

* The ranking is altered to nore junior

In our view, the third and fourth characteristics can be found in one or both
FBF financing options. In both options, investors would purchase new
securities with somewhat higher interest rate coupons than the maturing debt.
But unlike other investnents investors would have been likely to nake with the
proceeds of maturing G eek debt, the New Five-Year Bonds and the New
Thirty-Year Bonds woul d have restricted transferability for extended
periods--in our view because, given current market conditions, both the New

Fi ve- Year Bonds and the New Thirty-Year Bonds would likely trade at a price
significantly below par. In addition, we note that the tenor of the New
Thirty-Year Bonds under the first option is far |onger than the origina
maturities of any outstandi ng G eek governnent bonds, and we take the view
that the intent of such extended naturities is to slowthe timng of future
principal repaynents quite significantly. W also note that specul ative-grade
rated issuers rarely, if ever, are able to access market financing with such a
| ong tenor. Taking these considerations into account, we believe that both
options represent (i) a "simlar restructuring"” (ii) are "distressed" and
(iii) offer "less value than the prom se of the original securities" under our
criteria. Consequently, if either option were inplenented inits current form
absent other mitigating information, we would likely viewit as constituting a
default under our criteria.

In that event, we would likely |ower Geece's issuer credit rating to 'SD,
indicating that it had effectively restructured some, but not all, of its bond
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debt. W also note that an 'SD action on the issuer credit rating would

i kely occur only once, and that, were either FBF refinancing option

i npl enented, a 'D issue rating would be assigned to the maturing G eek
governnent bonds upon their refinancing in 2011. But, once either option is
i mpl enent ed, we woul d assign a new issuer credit rating to Greece after a
short tinme reflecting our forward-1ooking view of Greece's sovereign credit
risk. At the sane tinme, we would likely rate all debt issues, including debt
refi nanced between 2011 and 2014 under the FBF options, at the sane |evel as
G eece's new issuer credit rating.

In summary, the growing risk that the Hellenic Republic m ght engage in a

di stressed debt restructuring was one of the reasons we lowered its rating on
June 13 (see, "Long-term Sovereign Rating On Greece Cut To 'CCC ; CQutl ook
Negative"). While we would likely view the FBF proposal, if it proceeds inits
current form as an effective default, we recognize that it is just one of a
nunber of proposals attenpting to address the G eek government's 2011-2014
financi ng needs and the sustainability of its future debt burden. W
understand that the FBF proposal may change, and it is possible that it could
take a formthat results in a different rating outcome. Regardl ess of whether
the current FBF proposal is inplenmented, however, we continue to believe the
Hel l enic Republic's uncertain ability to inplement the revised EU | MF program
is a key risk weighing on its credit standing.
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