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Research Update:

Nykredit Realkredit Outlook Revised To Stable On
Stronger Additional Loss-Absorption Capacity;
'A/A-1' Ratings Affirmed

Overview

* W see that Nykredit Real kredit has nmade progress in issuing capita
instruments qualifying for additional |oss-absorption capacity (ALAC),
and we estimate that the bank's ALAC ratio will surpass 5% by the end of
2017.

e Qur concerns related to the bank's ALAC ratio reaching the 5% threshold
have consequently decreased, al so based on our projections of tier 2 or
tier 3 issues and our expectation of a possible IPOin the next 24 nonths.

« W are therefore revising our outlook on Nykredit Real kredit and its
subsi diary Nykredit Bank to stable from negative, and affirmning our
"AAL

 The stable outl ook on Nykredit Real kredit and Nykredit Bank reflects our
view that the bank will inmprove its ALAC and continue to successfully
realign its funding profile over our two-year rating horizon

Rating Action

On July 8, 2016, S&P d obal Ratings revised to stable fromnegative its
out | ook on Denmar k-based financial institution Nykredit Real kredit A/S and its
subsidiary Nykredit Bank A/S. We affirned our " AA- 1" long- and short-term
counterparty credit ratings on both entities.

At the same time, we assigned our 'BBB+' issue rating to Nykredit Real kredit's
€500 mllion tier 3 senior resolution notes.

Rationale

The outl ook revision reflects our view that Nykredit Real kredit has made
significant progress in issuing capital instruments, including the first

gl obal issuance of a tier 3 senior resolution note in June 2016. This issuance
qualifies for additional |oss-absorption capacity (ALAC), and we now expect
the ALAC ratio for the bank to surpass our 5% threshold by 2017. In addition

t he February 2016 announcenent of an initial public offering (1PO over the
next 24 nonths would, if executed successfully, support the current ratings.
We do not anticipate a significant increase in Nykredit Realkredit's strategic
risks or risk profile as a result of new owners entering via the planned |IPO
While Brexit could inmpact the Dani sh econony, we note that capital markets are
functioning, including for U K issuers, and we anticipate that Nykredit
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Real kredit will want to issue tier 2 and tier 3 instrunents over the com ng
years.

In addition to the June 2016 tier 3 instrunent, Nykredit Real kredit issued
three ALAC eligible instruments in 2015, additional tier 1 capital of €500
mllion, and two tier 2 instruments of €800 million and €50 nmillion. W
estimate a pro forma ALAC of 3.1% of S&P d obal Ratings' risk-weighted assets
for Nykredit Real kredit as of year-end 2015. This includes the bank's new

i ssuance of €500 million in tier 3 senior resolution notes since it also
gualifies for ALAC. As such, the bank has issued a total €1 billion in tier 3

instruments so far in 2016. W expect the bank will issue additional tier 2 or
tier 3 instruments to offset approximately Dani sh krone (DKK) 12 billion (€1.6
billion) in junior covered bonds as they mature, and inproving ALAC as

Nykredit Real kredit prepares for an IPOin the next two years.

We continue to include a one-notch positive adjustment for ALAC support from
Nykredit Real kredit's 'a-' stand-alone credit profile (SACP). W note,

however, that a successful |PO could inprove our assessnent of the bank's
capital and earnings, which would bol ster Nykredit's SACP. However, this would
reduce the excess capital in Nykredit Realkredit's ALAC buffers, likely
pronpting us to renove the additional notch for ALAC support.

The "A' rating on Nykredit Real kredit reflects its 'bbb+ anchor and our
assessment of the bank's adequate business position, strong capital and
ear ni ngs, adequate risk position, average funding and adequate liquidity, and
one notch of ALAC support.

Nykredit Real kredit's adequate business position reflects the bank's sustained
busi ness stability and its market-I|eading position in the Dani sh nortgage

mar ket, which continues to afford the bank denonstrable pricing power. This is
partially offset by our expectation of continued |imnmited business

di versification. Qur assessnent of the bank's strong capital and earnings

refl ects our expectation that the bank's risk-adjusted capital ratio, which
stood at 10.9% on Dec. 31, 2015, will increase toward 11% 12% over the next
18- 24 nont hs (excl udi ng any proceeds fromthe eventual |IPO and renain
sust ai nably above our 10%threshold. W note that, to neet upcoming stricter
regul atory capital requirenents, Nykredit Real kredit intends to raise capita

t hrough an | PO over the coming two years, which serves as a backstop in case
pl anned ALAC issuance does not transpire and supports a stable outl ook, in our
Vi ew.

The adequate risk position reflects that Nykredit Real kredit's asset quality
is conparable to peers', both donestically and internationally, and aligned
with the capital requirenents we apply as part of our analysis of capital for
its portfolio of mainly private individuals and some conmercial nortgages. CQur
assessment of average funding and adequate liquidity primarily reflects
Nykredit Real kredit's ongoi ng nmeasures and the announced supervi sory nortgage
di anond to address the nmismatch between its assets and liabilities. As
Nykredit Real kredit and peers realign their funding profiles, we continue to
expect that structural support of the Danish nortgage narket will ensure
access to future refinanci ng needs.
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Outlook
The stable outl ook on Nykredit Real kredit and Nykredit Bank reflects our view
that the bank will inprove its ALAC and continue to successfully realign its

funding profile over our two-year rating horizon. In our view, the

i mprovenents in earnings capacity, strong ALAC issuance perfornmance in the
last 12 nmonths, and expectations of additional capital via an I PO in the next
24 nont hs support a stabl e outl ook. Neverthel ess, we acknow edge that the
bank's funding and liquidity metrics remain weaker than peers', and despite

t he strengthening of Nykredit Real kredit's funding profile, further

i mprovenents are necessary to reduce the use of short-term whol esal e funding.

We could lower the long-termrating if we saw a deviation fromour projection
of material further inprovenment in Nykredit Realkredit's funding profile, in
particular after |large anmounts of debt nature in 2017. This could lead us to
revi se down our assessnment of Nykredit's SACP and | ower the ratings. In
addi ti on, a downgrade could occur if ALAC issuances and the | PO process stall,
reduci ng the protection these instrunents and the transaction provide for
seni or unsecured creditors that we currently view as supportive of the current
ratings.

W are unlikely to raise the rating at this time. W note that the conpletion
of a successful 1 PO could inprove Nykredit Real kredit's SACP by strengthening
our assessnent of capital and earnings. However, this would reduce the excess
capital in the bank's ALAC buffers, likely leading us to renpve the additiona
notch for ALAC support.

Ratings Score Snapshot

To From
| ssuer Credit Rating Al Stable/ A-1 Al Negativel/ A-1
SACP a- a-
Anchor bbb+ bbb+
Busi ness Position Adequat e (0) Adequat e (0)
Capital and Earnings Strong (+1) Strong (+1)
Ri sk Position Adequat e (0) Adequat e (0)
Fundi ng Average (0) Aver age (0)
and Liquidity and Adequat e and Adequat e
Suppor t +1 +1
GRE Support 0 0
Group Support 0 0
Sover ei gn Support 0 0
ALAC Support +1 +1
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To From
Nykredit Real kredit A/'S
Nykredit Bank A/ S
Counterparty Credit Rating Al Stable/ A1 Al Negativel/ A- 1

Rati ngs Affirned

Nykredit Bank A/ S
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Certificate O Deposit A A1
Seni or Unsecur ed A

Nykredit Real kredit A/'S

Seni or Unsecur ed A
Subor di nat ed BBB
Subor di nat ed* BBB+
Juni or Subordi nat ed BB+
Juni or Subordi nat ed BBB
New Rati ng

Nykredit Real kredit A/'S
Subor di nat ed* BBB+

*Ti er

3 senior resolution notes.

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
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
information. Conplete ratings information is avail able to subscribers of

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

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) 783-40009.
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