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Research Update:

Uruguay Long-Term Sovereign Ratings Raised
To 'BB'; Outlook Stable

Overview
• There is a growing track record of sustained GDP growth and
vulnerabilities are diminishing despite a challenging 2009.

• We expect prudent macroeconomic policy mix combined with an ongoing
reform agenda to continue under President Mujica and Minister of Finance
Lorenzo.

• Therefore, we have raised the long-term foreign and local currency
sovereign credit ratings on Uruguay to 'BB' from 'BB-'.

• The stable outlook reflects Standard & Poor's expectation that the
continuation of prudent macroeconomic policies will balance the risks
still pertaining to a relatively high government debt and a high
dollarization.

Rating Action
On Sept. 6, 2010, Standard & Poor's Ratings Services raised its long-term
foreign and local currency sovereign credit ratings on the Oriental Republic
of Uruguay to 'BB' from 'BB-'. At the same time, the '2' recovery rating was
affirmed. Furthermore, the issue ratings on Uruguay's foreign
currency-denominated senior unsecured bonds were raised to 'BB+' from 'BB'.
The outlook is stable.

Additionally, our long-term corporate credit rating on state-owned
Administración Nacional de Combustibles Alcohol y Portland (ANCAP) was raised
to 'BB-' from 'B+'. The outlook is stable. This rating action results from our
assessment of a "very high" likelihood that the government of Uruguay would
provide timely and sufficient extraordinary support to the company in the
event of financial distress, and from its stand-alone credit profile (SACP) in
the 'B' category.

Rationale
The upgrade on Uruguay reflects our assessment that prudent macroeconomic
management in a context of sustained economic growth will continue to reduce
Uruguay's still-remaining credit vulnerabilities over the medium term. We
expect that a successful economic policy framework that combines a solid
commitment with strengthening macroeconomic stability and a gradual progress
on the reform agenda will continue under President Mujica's administration
based on the support initially given to an experienced economic team.

Uruguay's GDP growth declined markedly in 2009, but remained in positive
territory, unlike most other peers, despite the prevailing negative factors
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including the international crisis and a severe drought in the context of
presidential elections. GDP grew by 2.9% in 2009, and is expected to rebound
strongly with an estimate of 6.5% for 2010. We expect growth to remain within
the 4% and 4.5% range over the medium term, although our forecast could be
revised upward if some large-scale investment projects in the pipeline finally
take place.

This solid growth path will contribute to further reductions in Uruguay's
government debt to GDP, which remains high compared to other rated peers.
General government deficits are expected to remain close to 1% of GDP over the
next three years, as established in the government's five-year budget plan.
Net general government debt will converge to the 40% of GDP range from the
actual 45% (our calculation includes about 10% of GDP in Central Bank debt
issued on open market operations).

We expect debt sustainability to continue to strengthen by an active debt
management now devoted to develop a domestic yield curve in local currency
inflation-linked bonds. The government is currently issuing inflation-linked
bonds with maturities up to 15 years, but government bonds issued domestically
only account for 16% of total debt. While the government expects to prefinance
most of 2011 debt amortizations in 2010, principal payments on government debt
represent a manageable yearly average of 1% of GDP between 2012 and 2016.

Uruguay's economic policy flexibility remains limited by a high level of
dollarization; 80% of deposits and 65% of loans remain denominated in foreign
currency. In addition, and despite the greater levels of economic and
financial flexibility, Uruguay will remain vulnerable to developments in the
region, mostly through real economy channels pertaining to its good and
services trade links with major partners, in particular Argentina. Finally,
President Mujica's administration will still be tested by continued pressures
that could jeopardize the government's ongoing economic policy approach. The
government's party has a majority in Congress, but maintaining a cohesive
front within Frente Amplio's heterogeneous coalition remains in itself a
challenge. Ongoing negotiation in Congress on the executive multiyear budget
proposal will constitute an important signal on the level of political
commitment with the current economic management.

Outlook
The stable outlook reflects Standard & Poor's expectation that the
continuation of prudent macroeconomic policies will balance the risks still
pertaining to a relatively high government debt and a high dollarization. The
sovereign rating on Uruguay could benefit in the future from greater levels of
investments that enhance growth prospects and from advances on the development
of the domestic capital market in local currency. On the contrary, a weakening
on the political support for the ongoing economic approach and/or signs of
fiscal slippage could put downward pressures on the rating.
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Related Criteria And Research
Sovereign Credit Ratings: A Primer, May 29, 2008.

Ratings List
Upgraded

To From
Uruguay (Oriental Republic of)
Sovereign credit rating

BB/Stable/B BB-/Stable/B

Administración Nacional de Combustibles Alcohol y Portland
Issue credit rating

BB-/Stable/-- B+/Stable/--

NB: This list does not include all ratings affected.

Complete ratings information is available to RatingsDirect subscribers on the
Global Credit Portal at www.globalcreditportal.com and RatingsDirect
subscribers at www.ratingsdirect.com. All ratings affected by this rating
action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column.
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S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from 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, www.standardandpoors.com (free of charge), and
www.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.

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 with each analytical process.

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 following 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 when making investment and other business decisions. S&P's opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or
an investment advisor. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or
independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, model, software 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, without the prior written permission of S&P. The Content
shall not be used for any unlawful or unauthorized purposes. S&P, its affiliates, and any third-party providers, as well as their directors, officers, 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, without
limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.
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