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Research Update:

Denmark's DLR Kredit Outlook Revised To Stable
From Positive On Funding Reassessment;
'BBB+/A-2' Ratings Affirmed

Overview

« W have reviewed the funding strategies of various Danish banks agai nst
t he backdrop of expected regul atory changes.

e In our view, Danish banks, including DLR Kredit A/'S, generally show a
greater asset-liability msmatch than banks in conparabl e devel oped
mar ket s.

* W are revising our outlook on DLR Kredit to stable from positive and
affirm ng our 'BBB+/ A-2' ratings.

 The stable outlook reflects the bal ance between our belief that DLR
Kredit will inprove its capitalization and our view of its weak funding
and liquidity conpared with peers'

Rating Action

On July 19, 2013, Standard & Poor's Ratings Services revised its outl ook on
Dennar k- based DLR Kredit A/S to stable from positive. The 'BBB+ |ong-term and
"A-2' short-termcounterparty credit ratings were affirned.

Rationale

The rating actions follow our review of Danish banks' strategies in |ight of
expected regul atory changes. W are increasing our efforts to differentiate
banks on the basis of their funding and liquidity profiles and provide further
insight into our rationale for rating Danish banks. In our view Danish banks
general ly show a greater asset-liability naturity mismatch than banks in
conpar abl e devel oped mar ket s.

DLR Kredit's funding and liquidity profile conpares negatively with that of

i nternational and donestic peers. In our view, DLR Kredit is nore reliant on
short-term fundi ng, and has a larger maturity mi smatch between assets and
l[iabilities than international peers'. At year-end 2012, DLR Kredit's broad
liquid assets represented only 0.13x its short-term whol esal e fundi ng, and the
funding ratio was stable at 38.0% Both ratios have been | argely unchanged
over the past three years, and reflect that the bank is refinancing long-term
| oan commitnments with short-term fundi ng sources.

Because we expect that the Danish governnment w |l provide ongoing support to
systemically inportant financial institutions, we continue to assess DLR
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Kredit's liquidity position as neutral to the ratings, according to our
criteria. However, we note the ongoing debate in the Dani sh government about
fundi ng i nbal ances and the proposal by the conmmttee on the regul ation of
systemically inportant financial institutions to introduce neasures that
reduce the maturity m smatches in the sector. W believe that changes to the
regul atory framework for Dani sh banks will serve to reduce the banking
sector's reliance on short-termrefinancing.

DLR Kredit's weak funding and liquidity ratios nmainly reflect the Danish

nort gage market, which is characterized by a wi despread preference for
one-year fixed rate refinancing of 30-year |oan comitnents. This is further
exacerbated by the "bal ance principle" regulation in Denmark, which requires
donestic nortgage banks to refinance | oans and bonds sinul taneously, resulting
in mniml balance sheet liquidity. This nakes Dani sh nortgage banks stand out
anong their Norwegi an and Swedi sh peers, whose liability maturity profiles
tend to be marginally longer than their asset profiles. W note that the

Dani sh regul ati ons prevent banks from cooperating with each other on product
desi gn, which underlines regulators' inportant role in defining market
boundari es. Should DLR Kredit's structural msmatch of asset and liability
maturities decline as a consequence of regulatory changes or at the initiative
of the bank, which we consider less likely, we expect a very direct positive

i mpact on our core measures of funding and liquidity.

Outlook

The stable outlook reflects our expectation that DLR Kredit will strengthen
its capitalization, in accordance with its recapitalization plan. As a result,
we believe that our risk-adjusted capital ratio will cone close to the 15%

t hreshol d we consi der comrensurate with "very strong" capital and earnings. W
believe DLR Kredit will also continue to provide its owner banks products for
lending to the agriculture, cooperative housing, residential rental property,
and comercial real estate sectors. The outl ook al so incorporates our revised
assessment of DLR Kredit's funding and liquidity, which linmts the possibility
of an upgrade in the near term

We coul d revise the outl ook back to positive over the next 24 nmonths if, as we
anticipate, DLR Kredit inproves its funding and liquidity metrics, reducing
its market confidence sensitivity; sustains its current earnings performance;
and continues buil ding capital

We coul d revise the outl ook to negative or lower the ratings if economc
deterioration, particularly in Denmark's agriculture sector, triggered a
material increase in DLR Kredit's credit | osses or nonperform ng assets that
exceeded i ndustry averages. A downgrade could also occur if DLR Kredit did not
take initiatives to strengthen its capital as we expect and its earnings fel
short of our base-case forecast.
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Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal credi tportal.comand at spcapitalig.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box |ocated in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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