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Research Update:

Denmark-Based DLR Kredit Affirmed At
'BBB+/A-2' Following Government Support
Review; Outlook Remains Stable

Overview

« W consider that potential extraordinary governnent support for European
banks will likely decrease as resolution frameworks are put in place

« W are affirnmng our 'BBB+/ A-2' counterparty credit ratings on Danish
financial institution DLR Kredit A/ S

* The stable outl ook reflects our view that DLR Kredit's stand-al one
creditworthiness will likely inprove sufficiently to offset the possible
renoval of government support fromthe ratings by year-end 2015.

Rating Action

As previously announced on April 29, 2014, Standard & Poor's Ratings Services
affirmed its 'BBB+/ A-2' counterparty credit ratings on Denmark-based DLR
Kredit A/S. The outl ook is stable.

Rationale

The affirnmation follows the conpletion of our review of potenti al

extraordi nary governnent support for European banks (see "Standard & Poor's To
Revi ew Gover nnent Support |In European Bank Ratings," published March 4, 2014,
on RatingsDirect). W observe that European authorities are taking steps to

i ncrease the resolvability of banks and require creditors rather than

t axpayers to bear the burden of the costs of failure (see "Standard & Poor's
Takes Various Rating Actions On European Banks Fol |l owi ng Gover nnent Support
Revi ew, " published on April 29, 2014). In the near term we expect that
governnents will remain supportive of systemically inportant banks' senior
unsecured creditors while resolution frameworks take shape. From January 2016,
however, the EU Bank Recovery and Resolution Directive (BRRD) is set to

i ntroduce the mandatory bail-in of a mnimmanmunt of eligible liabilities,
potentially including certain senior unsecured obligations, before governnents
coul d provide solvency support. However, we understand that for nortgage banks
in Denmark, bail-in nechanisns woul d not be applicable because nost of the
banks' debt issuance is in the form of senior nortgage-covered bonds. Instead,
we expect that, if necessary, nortgage banks will be wound down using nationa
| aws based on the principles of other articles in the BRRD

On March 19, 2014, the Danish authorities passed a |aw that stipulates the
mandat ory extension of short-term covered bonds should there be problenms with
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refinancing activities (see "Credit FAQ Wiy Dennmark's Proposed Covered Bond
Law Doesn't Fully Eradi cate Refinancing Risks," published on Feb. 4, 2014).
The sane | aw al so addresses the w ndi ng down of nortgage banks by aligning
maturities of liabilities with underlying assets. However, we believe that
certain instrunents, for exanple, Section 15 bonds (junior covered bonds),

m ght be susceptible to deferred paynents or wite-downs in certain

ci rcumst ance.

Al'l considered, we believe that the potential extraordi nary governnent support
available to DLR Kredit could be | ess predictable and potentially dimnish
within our two-year rating horizon

Currently, we consider that DLR Kredit has "noderate" systenic inportance in
Denmar k, which we view as "supportive" of private-sector comercial banks. As
aresult, and in line with our criteria, we include one notch of uplift in our
long-termrating on DLR Kredit. If we perceived support as |ess predictable,
we would likely renove this notch fromthe rating. This would nost likely
arise froma reclassification of Denmark's support for private-sector
commer ci al banks to "uncertain" under our criteria. Any decision to reclassify
gover nment support woul d be subject to our review of the final resolution

| egi sl ation, technical standards, and other relevant information

If, on the other hand, our view was that extraordi nary governnment support may
still be forthcoming to DLR Kredit, we could retain the notch of uplift in the
long-termrating. This would be the case if the authorities publicly confirned
their supportive stance toward nortgage institutions, or if we believed that
precautionary capital injections would still be Ilikely under the new

| egislation to minimze the wi der economc inpact of the resolution of a
systemically inportant bank. In this case, we may consider that Denmark

remai ned "supportive" and that DLR Kredit retained "noderate" systemc

i mportance.

An additional factor is our viewthat DLR Kredit's funding and liquidity
profile conpares negatively with that of international and domestic peers. W
have t herefore nade a downward adj ust nent of one notch, bringing the long-term
rating to 'BBB+' . In our view, DLR Kredit is nmore reliant on short-term
funding and has a larger maturity msmatch of assets and liabilities than

i nternational peers. In our base case, we assume that DLR Kredit will
gradual |y reduce this structural msmatch, and its inability to do so nay | ead
us to revise our assessnent of funding downward. However, we al so see that the
stability of DLR Kredit's revenues and | ow cost base continues to inprove. W
beli eve, therefore, that DLR Kredit's capital could approach or enter our
"very strong" category over the next two years, which would support the
current ratings.

In addition to our view of the stand-alone credit profile (SACP) and potentia
extraordi nary governnent support, future rating actions on DLR Kredit may

result fromother factors.

The potential reduction of extraordinary government support woul d not affect
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our ratings on DLR Kredit's subordi nated debt. W have |ong believed that
subordinated creditors would not receive extraordi nary government support in a
stress scenario, and for that reason we already notch these instrunents down
fromthe SACP

Outlook

The stable outl ook reflects our view that DLR Kredit's strengtheni ng SACP
frominproved capital and continued stable earnings, nay offset the possible
renoval of government support fromthe ratings. Specifically, we nay renpve
the notch of uplift for extraordinary governnment support by year-end 2015 if
we consider such support to be | ess predictable.

We coul d consider an upgrade if we believe that potential extraordinary
government support for DLR Kredit is unchanged in practice, despite the

i ntroduction of bail-in powers and international efforts to increase banks
resolvability. In addition, if DLR Kredit continues to execute its capital
pl an as we expect and we becone nore confident that it's risk-adjusted capita
ratio will rise to and exceed 15% we could revi se our assessment of its
capital and earnings to "very strong" from"strong."

We could lower the ratings if DLR Kredit experiences a setback in its efforts
to reduce the use of short-termwhol esale funding, in particular, the high
share of loans it needs to refinance annually.

Ratings Score Snapshot

| ssuer Credit Rating BBB+/ St abl e/ A- 2
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