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PARI' S (Standard & Poor's) Cct. 1, 2008--d obal capital markets currently face
si ngl e-day novenments of 30%or nore in share prices of financial conpanies and
volatility in borrowing rates and spreads on credit default swaps. Wen
uncertainty of this nagnitude dom nates the nmarkets, Standard & Poor's Ratings
Servi ces believes that the assessnment of a financial institution's credit
profile should take into account the interaction between fundanmental credit

el ements and short-termfactors shaped by nmarket distress.

"This bal ance is essential for banks and broker-deal ers, because
confidence is a nmeaningful factor in the highly |everaged financial sector,"
said Standard & Poor's credit anal yst Scott Bugie.

I nvest ment banki ng busi ness lines such as securities trading and prine
br okerage can be particularly confidence sensitive, since they require a high
vol une of daily cash, securities, and derivative transactions with
counterparties. Continual access to securities and derivatives narkets is the
i febl ood of these businesses.

"Volatility in share prices and credit spreads can quickly switch from
reflecting tenporary 'market noise' to inflicting nore |asting conmercial and
financi al danmage to a financial institution's fundamental credit profile,”
added M. Bugi e.

Sharp drops in share prices can rapidly erode ability to raise equity,
whil e a sudden wi deni ng of spreads automatically increases the cost of funding
(see our criteria article "How Stock Prices Can Affect An Issuer's Credit
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Rating," published Sept. 26, 2008, on RatingsDirect). The npbst damagi ng
devel opnents for banks and brokers are a |l oss of access to daily cash and
derivative transactions at any price or collateral haircut and an outfl ow of
custoner deposits (a bank run). Going fromnoise to nmaterial damage is a
conpl ex shift involving judgnent of market psychol ogy.

The speedy inpact of negative market sentinent on fundanental
credi tworthiness contributed to the sudden bankruptcy of Lehman Brothers
Hol dings Inc., the rescue of American International Goup Inc. via the U S
Treasury's two-year, $85 billion credit line, and the collapse--and subsequent
bai |l out--of Bear Stearns Inc., anmong others. Negative narket sentinment has not
been confined to U S. entities. In Europe, the Dexia and Fortis groups, HBOS
PLC, and Bradford & Bingley PLC are recent prom nent cases illustrating how
downswi ngs in market indicators can quickly weaken credit fundamentals and
ultimately force either direct government support actions or
hasti |l y- negoti at ed- - and gover nnent - br oker ed- - ner ger s.

ACCESS TO MARKETS | S CRUCI AL

We assess a financial institution's relative vulnerability to periods of
turbulence in the credit narkets, anmong many factors that deternmn ne
creditworthiness. A financial institution's fundanental credit profile

i ncl udes characteristics specific to the entity--franchise strength, business
di versification, managenent skills, earnings quality and stability, and asset
risk profile--alongside systemc elenents Iinked to the institutional and
regul atory framework in which the institution operates.

"Liquidity is also a critical credit element, particularly in distressed
markets. A financial institution's internal liquidity, access to narkets, and
alternative funding and liquidity support arrangenents are inmportant credit
factors," said M. Bugie, "and an entity's contingency plans for liquidity
under severe stress scenarios take on added anal ytical weight when market
conditions are unfavorable and enmergency preparations nay be put into action
Clearly, institutions that depend highly on short-term whol esale funding are
particularly vulnerable to volatile markets."

Negative signals fromtroubled capital nmarkets not only inpair the

ability to raise funds, they can also restrict operational |iquidity, neaning
the ability to execute daily market transactions. Financial institutions need
to continually buy and sell instruments and engage in derivative transactions

during operating hours and settle accounts at the end of the day in the
various nmarkets in which they operate. Fortunately, daily operations are
uneventful nost of the tinme. But when the habitual operating environment
breaks down, even over a short period, creditworthiness can deteriorate
quickly. In these conditions, real or perceived variations in credit profiles
can trigger significant shifts in investor and counterparty behavior, up to
the nost extrene step of a conplete closeout on transactions with an
institution under any terns.

OUR ROLE I'S TO OPI NE ON CREDI TWORTHI NESS, NOT DRIVE I T

At tines like this, it is inportant to restate Standard & Poor's | ong-standi ng
objective and role to opine on creditworthiness, but not to lead it directly.
Credit ratings historically have provided ballast to the market because they
take an intermediate- to | ong-term perspective and are based on anal ysis of
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internediate- to long-termfactors. W believe that credit ratings that solely
reflect prevailing market sentinent as expressed in prices and spreads woul d
add little value to the marketplace, and in fact could contribute to increased
credit price volatility.

In sone circunstances, however, novenments in share price and credit
spreads contribute to a material change in an entity's scope to raise equity,
cost of funding, asset values, earnings capacity, and, nost basically, ability
to operate. Consequently, in troubled capital nmarkets, we are particularly
vigilant to assess vulnerability to short-termoperational and liquidity
factors that influence the fundanental creditworthiness of a financial
institution.

Additional Contact:
Financial Institutions Ratings Europe;
FIG_Europe@standardandpoors.com

Standard & Poor's, a division of The McG aw Hi || Conpanies (NYSE:MHP), is
the world's forenost provider of financial nmarket intelligence, including
i ndependent credit ratings, indices, risk evaluation, investnment research, and
data. Wth approximately 8,500 enpl oyees, including wholly owned affiliates,
| ocated in 23 countries, Standard & Poor's is an essential part of the world's
financial infrastructure and has played a |eading role for nore than 140 years
in providing investors with the i ndependent benchmarks they need to feel nore
confi dent about their investment and financial decisions. For nore
i nformation, visit ww. standardandpoors. com
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