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Research Update:

Netherlands-Based De Volksbank Long-Term
Rating Raised To 'A-' On Recovering Franchise;
Outlook Stable

Overview

* De Vol ksbank continues to deliver on the agreed devel opnent plan with the
Dut ch governnent, and we do not expect any ownershi p changes before
end- 2018.

* W believe that the bank has stabilized its comercial franchise--after
years of bal ance sheet del everaging--reinforcing its stand-al one
creditworthiness, and its capitalization continues to increase, with an
exceptionally strong comon equity tier 1 ratio close to 30%

« W are raising our long-termcredit rating on De Vol ksbank to 'A-"' from
' BBB+' and our issue ratings on the bank's subordinated tier 2 note to
"BBB-' from ' BB+'.

» The stable outlook reflects our expectation that De Vol ksbank wi Il
continue to gradually inprove its nmarket position and sustain adequate
profitability, despite lowinterest rates, while maintaining very strong
capital ratios in the next two years.

Rating Action

On June 7, 2017, S&P d obal Ratings raised the long-termrating on The
Net her | ands- based De Vol ksbank N. V. to 'A-' from'BBB+ . The outlook is
stable. At the sane tine, we affirmed our 'A-2' short-termrating on the bank

We al so raised our issue rating on the bank's subordinated tier 2 debt to
"BBB-' from ' BB+'.

Rationale

The upgrade of De Vol ksbank i s underpi nned by our view of the bank's gradua
franchi se recovery and the enhanced predictability of its revenues. The
upgrade reflects our anticipations that the bank will be able to narginally
grow its nortgage | oan book while preserving its margins in the next two
years. W also factor into our assessnent that De Vol ksbank will maintain very
strong capitalization and will sustain confortable additional |oss-absorbing
capacity (ALAC) over our outlook horizon. This led us to revise up our
assessnent of De Vol ksbank's stand-al one credit profile (SACP) to 'bbb+ from
"bbb'. As a result, we raised the long-termrating to 'A-', which is one notch
above the SACP, on the back of our view of the bank's confortable ALAC | evel.
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De Vol ksbank's conpetitive position in the Dutch retail market is gradually
recovering, after a sharp drop due to the bank's rescue by the Dutch
government in 2013. At that tine, market shares on new nortgage | ending fel

to about 2% well below the bank's 7% stock market share. Market shares on new
nort gage production gradually increased to 5.7% by end-2016, and we expect the
trend to continue in the next two years, setting a stock market share in the
6.5% 7. 0% range by end-2018 despite increasing conpetition from nonbank

| enders and snall er players such as insurance group-owned banks. Wth new

nort gage | endi ng exceedi ng redenptions since the second half of 2016, this
book, net of reserves, is now stable, and we project a margi nal increase over
our rating horizon. W anticipate that the overall |oan book will renain
broadly stable due to the shrinking | oan books of the public sector and snal
and m dsize enterprises. In contrast, the retail savings franchi se has been
nore resilient since 2012, with a stable deposit market share between 10.5%
and 11.0% supporting the valuable retail franchise of the bank even in
difficult tinmes.

We believe the lowinterest rates will continue to constrain the bank's net
interest income for the next years, like for nost retail banks in Europe, but
that De Vol ksbank will be able to cope with the decrease thanks to | ower
fundi ng and operational costs. W estimate therefore that core earnings wll
remai n between €225 million and €275 mllion for the next two years, in line
with the past three years if adjusting for non-recurring itens. This
profitability level conpares adequately with that of peers of simlar size and
retail focus, but the bank's business profile renmmins narrow, denonstrated by
its focus on nortgages in the asset size and the | ow proportion of fees in the
revenues mx (less than 10% . Even if the bank performs well in the [owrisk
market in which it operates, its inherent business concentration and linmited
sources of revenues remain a rating constraint, in our view

De Vol ksbank's capitalization remains exceptionally strong for a comerci al
bank with an S&P d obal Ratings' risk-adjusted capital (RAC) ratio of 21% as
of end- Decenber 2016, and a regulatory conmon equity tier 1 ratio at 29.6% at
the sane date. We acknow edge that our el evated RAC projection and the bank's
substantially higher regulatory capital neasures conpared with donestic peers
are unlikely to be fully sustained over the long termif De Vol ksbank
transitions back to the private sector. Nevertheless, the transition wll
occur over the nediumterm and we do not expect any ownership change before
end-2018. W are therefore confident that De Vol ksbhank's capitalization wll
remai n broadly stable over our two-year outl ook horizon, given that the Dutch
government agreed that the bank needed to fully inplement its strategic plan
bef ore nmaki ng a deci sion on the bank's ownership. W project that retained
earnings will cover potential risk-weighted assets (RMs) growmh after a

50% 60% di vi dend payout and our RAC ratio projection is likely to stay above
20% In addition, we note that the high | oan-to-value (LTV) profile exhibited
by the bank, and mrroring market trends, exposes the bank to higher-risk

wei ghts as part of potential upcom ng Basel reforms (which involve risk-wei ght
floors). Gven the bank's nortgage focus, the extent of the rise of nortgage
ri sk-wei ghts--and therefore the decline in regulatory capital ratios--could be
substantial. However, we understand the bank's managenent believes its 15%
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internal mninal target conmon equity tier 1 ratio, well above regulatory

m ni mum should not be at risk despite future higher requirenents. W will
nmoni tor from a business, margin, and capital policy perspective how the bank
could mitigate those risks in the next two to three years.

We believe that, since Decenber 2015, extraordi nary governnment support for the
Dut ch banking sector is uncertain following the full inplenmentation of the EU
Bank Recovery and Resolution Directive. W view the Dutch resolution regi ne as
ef fective under our ALAC criteria because, anong other factors, we believe it

contains a well-defined bail-in process under which authorities would permt
non-vi abl e systemcally inportant banks to continue critical functions as
goi ng concerns following a bail-in of eligible liabilities. As a result of the

excess total adjusted capital above our 15%threshold for our very strong
capital and earnings category, and the €500 million tier 2 debt issue in
Novenber 2015, we evaluate the ALAC ratio already exceeds and will remain well
above the 6% threshold we deem appropriate for a one-notch uplift in the
long-termrating on De Vol ksbank, but below the 10%threshold we apply for a
second notch of uplift. These threshol ds are above our standard 5% and 8%

| evel s, respectively, reflecting a concentration of maturities, as this buffer
currently conprises comopn equity and a single tier 2 instrunent callable in
2020. W calculate that ALAC was 9.2% of our RWAs at year-end 2016, and
anticipate the ratio will remain broadly stable, inline with the RACratio
over the next two years. W do not include additional ALAC-eligible
instruments in our forecasts at this tine because we think further issuance
wi Il depend on the still unclear definitive standards for m ni mum own funds
and eligible liabilities, nor do we factor in the still uncertain potentia

i npacts of regulatory and accounting evol utions, such as IFRS9 on the capita
base.

Outlook

The stabl e outl ook on De Vol ksbank reflects our view that the bank's
conmercial franchise will continue to recover. W also factor in our
assunption that the bank will deliver stable recurring earnings and maintain a
very strong capital policy over the next two years. Qur base-case projection
for 2017-2018 is that De Vol ksbank will maintain broadly stable earnings
assets while preserving its nmargins and | ow cost of risk.

We see limted potential for an upgrade in the next two years because we woul d
need to have nore clarity on the future ownership and regul atory changes that
wi Il shape the bank's strategy and capital managenent. In addition, we view

t he bank's concentrated business nodel as a constraint for a higher rating
even if we believe that the bank operates in a very |lowrisk market.

We could lower the ratings if a nore aggressive capital policy were to

materi ally weaken De Vol ksbank's financial profile or if the bank, due to its
busi ness concentration, is unable to sustain its sizable franchise and stable
ear ni ngs.
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Ratings Score Snapshot

To From
| ssuer Credit Rating A-/ Stablel A-2 BBB+/ St abl e/ A- 2
SACP bbb+ bbb
Anchor bbb+ bbb+
Busi ness Position Moderate (-1) Weak (-2)
Capi tal and Earni ngs Very strong(+2) Very strong(+2)
Ri sk Position Moderate (-1) Moderate (-1)
Fundi ng Average (0) Average (0)
and Liquidity Adequat e Adequat e
Suppor t (+1) (+1)
ALAC Support (+1) (+1)
GRE Support (0) (0)
Group Support (0) (0)
Sover ei gn Support (0) (0)
Addi ti onal Factors (0) (0)

Related Criteria

* CGeneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Criteria - Financial Institutions - Banks: Bank Rating Methodol ogy And
Assunptions: Additional Loss-Absorbing Capacity, April 27, 2015

e Criteria - Financial Institutions - Banks: Bank Hybrid Capital And
Nondef errabl e Subordi nated Debt Methodol ogy And Assunptions, Jan. 29,
2015

* General Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e Criteria - Financial Institutions - Banks: Quantitative Metrics For
Rati ng Banks d obal ly: Methodol ogy And Assunptions, July 17, 2013

e Criteria - Financial Institutions - Banks: Revised Market Ri sk Charges
For Banks In Qur Ri sk-Adjusted Capital Franework, June 22, 2012

e Criteria - Financial Institutions - Banks: Banking Industry Country Ri sk
Assessnment Met hodol ogy And Assunptions, Nov. 9, 2011

e Criteria - Financial Institutions - Banks: Banks: Rating Methodol ogy And
Assunptions, Nov. 9, 2011

e« Criteria - Financial Institutions - Banks: Bank Capital Methodol ogy And
Assunptions, Dec. 6, 2010

e Ceneral Criteria: Use O CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria - Financial Institutions - Banks: Comercial Paper |: Banks,
March 23, 2004
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Upgr aded; Ratings Affirned

De Vol ksbank N. V.
Counterparty Credit Rating

To

A-/ St abl e/ A-2

From

BBB+/ St abl e/ A-

Certificate O Deposit A/ A2 BBB+/ A- 2
Seni or Unsecured A- BBB+
Subor di nat ed BBB- BB+
Certificate O Deposit A- BBB+
Rati ngs Affirned
De Vol ksbank N. V.
Certificate Of Deposit A-2
Conmrer ci al Paper A-2

Additional Contact:

Financial Institutions Ratings Europe; FIG_Europe@spglobal.com

Certain terms used in this report,
express our view on rating relevant factors,

Outlook Stable

2

particularly certain adjectives used to
have specific meani ngs ascri bed

to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
i nfornation. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitalig.com All
ratings affected by this rating action can be found on the S& d obal Rati ngs'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the foll owi ng S& @ obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-4009.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JUNE 7, 2017 6

1863778 | 301089335



Copyright © 2017 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, 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 Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be
used for any unlawful or unauthorized purposes. S&P 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 (negligent or otherwise), 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 or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. 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 does
not act as a fiduciary or an investment advisor except where registered as such. 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.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P
Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any
damage alleged to have been suffered on account thereof.

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 nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain 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 www.spcapitalig.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.

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JUNE 7, 2017 7

1863778 | 301089335



	Research:
	Overview
	Rating Action
	Rationale
	Outlook
	Ratings Score Snapshot
	Related Criteria
	Ratings List


