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Research Update:

Banco Popular Espanol Lowered To 'A' On
Asset Quality Deterioration; 'A-1' Rating
Affirmed; Outlook Negative

Overview

e Spani sh bank Popul ar's asset quality deterioration accelerated in
first-quarter 2009, and we expect the weakening to renain pronounced over
the conming quarters, albeit at a |l ower pace than in the first quarter
| eading to high Ievels of problem assets.

e W are lowering our long-termrating on Popular to 'A from'A+ and
affirmng the 'A- 1" short-termrating.

» The negative outlook reflects the possibility that, in the context of the
current severe recession in Spain, continued neani ngful worsening of
Popul ar's asset quality could severely inpair the bank's financi al
per f or mance.

Rating Action

On July 10, 2009, Standard & Poor's Ratings Services lowered its long-term
counterparty credit rating on Spain-based Banco Popul ar Espafiol, S. A
(Popular) to "A from'A+'. The outlook is negative.

At the same tinme, we affirned the 'A-1'" short-termrating on Popul ar

Rationale

The downgrade reflects our expectation that Popular, as it faces Spain's
econom c recession, wll accurmul ate a higher |evel of problemassets through
the downturn than we antici pated when we | ast reviewed ratings on the bank on
March 4, 2009. Qur expectation stens fromthe reported sizable acceleration in
Popul ar's new problem assets in first-quarter 2009 and the |ikelihood in our
view that the bank will continue to have significant new probl em assets,

al t hough possibly not accelerating, in the comng quarters.

We note that Popular's asset quality indicators weakened sharply in the
first quarter of 2009, after an already neaningful deterioration in 2008. The
bank's high real estate exposures continue to worsen considerably. In
addi ti on, Popular started to exhibit a nore marked deterioration across al
other loan portfolios in 2009, including its core snall and midsize enterprise
(SME) portfolio. W expect Popular's asset quality metrics (including
nonperform ng | oans, repossessed assets, and other problem assets such as
certain restructured |l oans) to continue deteriorating, albeit at a sl ower pace
than in the |ast quarters, and reach conparatively weak |evels anid the
difficult econonmic environment and the still-adjusting real estate sector. W
bel i eve Popul ar's hi gh custoner concentration and exposure to vul nerable
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debtors adds risks. Existing reserves (including still avail able generic |oan
| oss reserves) and resilient operating profitability will likely help Popul ar
cover expected |l osses fromits deteriorating portfolio.

The ratings continue to reflect our view of Popular's sound franchise. As
Spain's fifth-1argest banking group, Popul ar shows adequate busi ness and
geogr aphi cal diversification, but it is less diversified internationally than
many ot her |arge universal domestic international banks.

We also factor into the ratings that--despite the bank's track record of
a focused strategy--the credit deterioration Popular is experiencing evidences
in our opinion a greater degree of aggressiveness than we anticipated. In this
context and after several top nanagenent changes in the past few years, in our
vi ew managenent is confronting the challenge of seeing Popular through a
rougher -t han- expect ed downturn while preserving the bank's financial profile.

Popul ar's resilient revenue generation and excellent operating efficiency
remain, in our opinion, its major financial strength. W consequently
i ncorporate into the
rati ngs our expectation that Popul ar's conparatively still-sound revenue
generation stand to enable it to absorb significantly higher |oan |oss
provi sioning and, despite pressure on bottomline returns, remain profitable
t hrough the downturn. W therefore al so expect that Popular will likely
mai ntain generally stable | evels of capitalization.

We vi ew Popul ar as having high system c inportance within the Spanish
banki ng sector. Under Standard & Poor's criteria, we consider the Spanish
authorities to be supportive rather than interventionist. Qur ratings on
Popul ar consequently include the soft benefits derived frombeing a bank in a
regul ated and supervised environnent with access to extraordinary liquidity.
The ratings on Popul ar reflect our opinion of its stand-alone credit profile
and do not include any explicit uplift for extraordinary governnent support.

Outlook

The negative outlook reflects the possibility that, in the context of the
current severe recession in Spain, continued meani ngful worsening of Popular's
asset quality could severely inpair the bank's financial performance. At the
current rating level, we expect Popular to be able to absorb the inmpact of a
hi gh | evel of problem assets through its existing reserves cushion and the
provi sioning charges to be recogni zed in 2009-2010. W al so believe the bank
shoul d be able to report weaker but still reasonably positive results, and
adequate capitalization. However, if we think that these expectations wll not
be met, and/or we foresee further acceleration of asset quality problens, we
coul d downgrade Popular. In particular, signs of a deeper-than-anticipated
downturn in 2010 and/or a continuation of the negative environnent in 2011
could al so pressure the ratings.

If financial stress |leads us to consider a further downgrade of Popul ar
we woul d typically assess the potential for the state to provide the bank
extraordi nary support, and the extent to which we would incorporate it into
the ratings. W anticipate that integrating explicit state support into the
ratings on Popular could partly mtigate the negative inpact of any further
weakening in the bank's stand-alone credit profile.
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We could revise the outlook to stable if, all other things being e
Popul ar's asset quality deterioration abates significantly, performance
t hr oughout 2009 renains resilient, and we al so foresee prospects of a
m | der -t han- expect ed 2010.

Ratings List

Downgr aded

To From
Banco Popul ar Espanol, S. A
Long- Term Counterparty Credit Rating A/ Negati ve A+/ Negati ve
Certificate O Deposit A A1 A+l A-1
BPE Capital International Ltd.
Seni or Unsecured (1 issue)* A A+
Subordi nated (3 issues)* A- A
BPE Fi nance International Ltd.
Seni or Unsecured (4 issues)* A A+
BPE Fi nanci aci ones S. A
Seni or Unsecured (6 issues)* A A+
Subordi nated (2 issues)* A- A
Popul ar Capital Europe B.V.
Subordi nated (1 issue)* A- A
Popul ar Capital S. A
Preferred Stock (3 issues)* BBB- BBB
Popul ar Preference (Caynan) Ltd.
Preference Stock (2 issues)* BBB- BBB

*Q@uar ant eed by Banco Popul ar Espanol, S. A
Ratings Affirned

Banco Popul ar Espanol, S. A

Short-Term Counterparty Credit Rating A1
Conmrer ci al Paper A1

NB. This list does not include all ratings affected.
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