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Research Update:
French Carmaker Renault Downgraded To

'BB/B' On Bleak Auto Demand In 2010;
Outlook Stable

Overview

e W expect auto denmand in Europe to remain lowin 2010, in line with 2009.

* In 2008, the European market accounted for nore than 60% of Renault's
unit sal es.

« W are lowering our ratings on French automaker Renault S.A to 'BB/B
from'BBB-/A-3".

 The stable outlook reflects our viewthat, after the weak 2009-2010
peri od, Renault should be able to strengthen its credit profile.

Rating Action

On June 19, 2009, Standard & Poor's Ratings Services |lowered its | ong- and
short-termcorporate credit and debt ratings on Renault S.A to the
specul ative-grade level of 'BB/B, from'BBB-/A-3'". The outlook is stable.

At the same time, Standard & Poor's assigned a recovery rating of '3" to
the notes already issued under the conpany's existing €7 billion senior
unsecured nediumtermnote program indicating Standard & Poor's expectation
of meani ngful (50% 70% recovery in the event of a paynent default; the debt
rating on these notes was also lowered to 'BB from'BBB-'.

In a related action, Standard & Poor's lowered its long- and short-term
counterparty credit ratings on Renault's fully owned financing subsidiary RCl
Banque to 'BBB-' and 'A-3', respectively, from'BBB and 'A-2'. The outl ook is
st abl e.

Rationale

Renault's downgrade reflects our view that auto demand is likely to remain
very low in Europe in 2010, due to the weak econom ¢ environnent and the
payback effect of the incentive schenes that several European countries have
adopted to date in 2009. W believe these factors will continue to penalize
Renault's profitability.

Renault's financial profile was already hit by the large increase in debt
in 2008, and credit neasures were weak conpared with what we generally
consider to be conmrensurate with a 'BBB-' rating. Now, however, in light of
our views on the future path of European auto demand, we believe that the
conpany's financial netrics are likely to deteriorate further and will
probably not return in the mediumtermto | evels we consider consistent with
t he previous rating.

So far in 2009, we have observed that European auto denmand plunged in the
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first nonths of the year, though the decrease has beconme gradually | ess
dramatic in the second quarter. Consequently, the ultinate decline in car
registrations in Wstern Europe in 2009 will probably be less striking than
the 15% we were expecting at the beginning of the year. This is due to the
positive inpact on auto sales of the incentive schemes adopted in severa
countries. However, we believe that these incentives will probably have a
payback effect in 2010, resulting in the postponement until to 2011 of the
rebound in denand we expected next year

We understand that Renault has adopted a nunber of neasures to cope with
the current scenario. According to the conmpany's recent indications, stricter
cooperation with 44.3% owned N ssan Mdtor Co. Ltd. (BBB/Stable/A-2) should
generate about €600 nmillion in synergies already in 2009. The 45%cut in
production in the last quarter of 2008 and the 38%cut in the first quarter of
this year have enabled Renault to reduce its inventories significantly. The
announced reduction in capital expenditures and in research and devel opnent
should, in our view, contribute to Renault's objective of generating sone
positive free cash flow this year. W are also aware that, in foreign markets,
demand wi || probably rebound in 2010, which could sustain Renault's foreign
sal es. Notwi thstandi ng these positives, however, we expect Renault's reported
i ndustrial financial debt to remain fairly unchanged at year-end 2009 with
respect to the year-end 2008 | evel of close to €8 billion. Wak profitability,
t he higher cost of debt, and the lack of a significant flow of dividends from
Ni ssan and 21% owned Vol vo (publ), AB (BBB+/ Negative/A-2) are likely to
contribute, in our opinion, to the deterioration of financial ratios. W
foresee a Standard & Poor's adjusted ratio of funds fromoperations (FFO to
debt that is barely 10%in 2009 and 2010. W understand that Renault will
strive to protect its cash flow and to avoid any further increase inits
financial debt. Consequently, once auto demand in Europe and the rest of the
world returns to levels consistent with the historical trends, we expect that
Renault should be in a position to take advantage of this situation and
restore a stronger financial profile.

Short-term credit factors

The short-termrating is 'B'. As of Dec. 31, 2008, Renault's industria
liquidity was "tight” in our view, with about €4.2 billion of avail able
committed bank Iines (of which €500 million was already drawn) and €1.1
billion of cash and cash equival ents, conpared with €4 billion of short-term
debt (also at the industrial |evel). However, in April 2009, the conpany
received fromthe French state a €3 billion loan with a five-year maturity.
Thi s has brought substantial relief, in our opinion, leading to a liquidity
position we now consider as "adequate."

We understand that fully owned financing subsidiary RCI Banque was facing
significant short-termdebt nmaturities as of Dec. 31, 2008, and had access to
€4.5 billion of undrawn comritted bank lines and €2 billion of liquidity
reserves. W al so understand that RClI Banque is eligible for support (if it
needs it) through the French governnment's approved Cctober 2008 rescue plan
for French banks.

We note that Renault receives dividends from 44. 3% owned N ssan and has a
21% stake in Volvo. In 2008, the total amunt of dividends received anounted
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to €688 mllion. However, we expect both of these conpanies to discontinue
di vi dend paynments, at |east for 2009.

Neither Renault's nor RClI's credit lines contain material adverse change
cl auses, negative pledges, cross defaults, rating triggers, or financial
covenants, according to the informati on we have received from both conpani es.

Recovery analysis
The various debt instruments issued under Renault's €7 billion senior
unsecured Euro Medium Term Note (EMIN) programare rated 'BB', the sane as the
long-termcorporate credit rating. The recovery rating on all of these debt
issues is '3, indicating Standard & Poor's expectation of meani ngfu
(50% 7099 recovery in the event of a paynent default.

The relative likelihood of default for these issues conmpared with
i nvest nent-grade issues is reflected in the 'BB'" corporate credit rating.

We have val ued the business as a going concern. G ven our view of
Renaul t's good narket positions and highly recogni zed brands, for which we
understand there is significant customer denmand and a wi despread distribution
networ k, we assume that a default would nost likely result from operationa
under performance , a weakening of liquidity reserves, and inpaired operating
cash flow generation. Qur hypothetical default scenario assunmes that the
conpany would voluntarily file for the "sauvegarde" (protection) procedure
under French insolvency | aw when it foresees cash bal ances droppi ng bel ow a
m ni mum t hreshol d. At the hypothetical point of default, in 2013, we val ue the
conpany at about €12 billion

Recovery prospects for the unsecured notehol ders reflect both the
esti mated val ue avail abl e and accessible to the creditors and our view of the
i keli hood of insolvency proceedings being adversely influenced by Renault's
French domi cile. Recovery prospects are underpi nned by what we see as
Renault's extensive asset base. W have given limted value to the conpany's
equity stakes in N ssan and Vol vo. W al so assunme that the group has what we
consider to be a nodest |evel of prior ranking debt clains.

Al t hough we have not seen the docunentation, we have assuned that the
loan fromthe French governnent ranks pari passu with the unsecured bonds. W
note, however, that recovery prospects could be materially enhanced if
Renault's stakes in N ssan and Vol vo fetch a higher value than what we have
assuned in our hypothetical default scenario. Furthernore, we believe that
recovery prospects could be affected either positively or negatively with
respect to the indicated range of 50% 70% recovery in the event of paynent
defaul t, depending on any actions the French governnent m ght take as a ngjor
st akehol der in the group (15% ownershi p).

A full recovery report on Renault will be available in the coning days.
Outlook
The stable outlook reflects our view that Renault still has to cope with two

years of weaker financial neasures than we generally consider as comensurate
with the current ratings, but that, afterward, it should be able to restore a
stronger financial profile. W believe that the conpany's Standard &
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Poor' s-adj usted FFO-to-debt ratio could remain below 10%in 2009 and 2010,
whereas we deem nore than 20% over the cycle to be comrensurate with the
current rating category. Standard & Poor's has factored into the current
ratings the support of the French state, in case it is needed, to strengthen
the group's liquidity. In our view, this potential support contributes to the
stabl e outl ook, but does not |ead to any notches of enhancenent in the
ratings.

We coul d downgrade Renault or revise the outlook to negative if, in
contrast to the conmpany's targets, the industrial activities burn what we
woul d consider to be a significant ambunt of cash this year and financial debt
grows. Both occurrences would delay the inprovenent in financial ratios.

W vi ew an upgrade or outl ook revision to positive as highly unlikely in
the current scenario.

Ratings List

Downgr aded
To From
Renault S. A
Corporate Credit Rating BB/ St abl e/ B BBB- / Negati ve/ A- 3
Seni or Unsecured BB BBB-
Conmrer ci al Paper B A-3
RClI Banque
Counterparty Credit Rating BBB-/Stable/A-3 BBB/ Negat i ve/ A- 2
Certificate O Deposit BBB-/ A- 3 BBB/ A- 2
Seni or Unsecured BBB- BBB
Subor di nat ed BB+ BBB-
Conmrer ci al Paper A-3 A-2
Renault Autofin S. A
Conmer ci al Paper* A-3 A-2
Cofiren Renault et C e
Corporate Credit Rating --/--1B A-3
DI AC S. A
Counterparty Credit Rating BBB-/Stable/ A3 BBB/ Negat i ve/ A- 2
Certificate OF Deposit BBB-/ A- 3 BBB/ A- 2
Conmrer ci al Paper A-3 A-2
Overl ease S. A
Conmer ci al Paper* A-3 A-2
RCl Fi nancial Services Ltd.
Conmer ci al Paper* A-3 A-2

New Rati ngs
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Renault S. A
Seni or Unsecur ed
Recovery Rating 3

*Q@uar ant eed by RClI Banque.
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