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Research Update:

Nykredit Realkredit A/S Affirmed At 'A/A-1';
Outlook Stable

Overview

e Since 2012, Nykredit Real kredit has significantly reduced its reliance on
short-term whol esal e funding to a point that durably supports our
adequat e assessnent of its funding and liquidity profile.

e At the sanme tinme, the bank has now accunul ated a cushi on of
| oss-absorbing instruments in resolution exceeding 5% of its
ri sk-wei ghted assets.

» The bank continues to benefit fromstrong capitalization, |low credit
| osses, and a domi nant narket position in Danish nortgage |ending.

* W are therefore affirming our 'A long-termand ' A1 short-termratings
on Nykredit Realkredit and its core subsidiary, Nykredit Bank A/ S.

» The stable outlook reflects our expectation that the bank's funding and
liquidity profile, its capital and earnings, and its |level of additiona
| oss-absorption buffers will not naterially deteriorate over our two-year
rating horizon.

Rating Action

On June 20, 2017, S&P d obal Ratings affirmed its 'A" long-termand 'A-1'
short-termcounterparty credit ratings on Dennark-based financial institution
Nykredit Real kredit A/S (Nykredit Realkredit) and its core subsidiary Nykredit
Bank A/'S. The outl ook on both banks is stable.

Rationale

The affirmation of the rating on Nykredit Real kredit reflects our view that
the bank will nmaintain its domnant role in the Dani sh nortgage market and
make neani ngful inmprovenents to its profitability, supporting its already
strong capital buffers. The rating also reflects stability in Nykredit

Real kredit's nortgage book and access to the well-functioning Danish covered
bond market, even as the bank continues to reshape the nmaturity profile of its
i ssued securities.

Since 2012, Nykredit Real kredit has materially extended the term structure of
its funding, primarily in the formof covered bonds, as it prepares for

ti ghtened regul ations with respect to the share of short-term| oan
refinanci ng. Through pricing incentives and a flat yield curve, Nykredit

Real kredit has reduced the share of one-year adjustable-rate nortgages (and
correspondi ng one-year covered bonds, thanks to the match principle) to Danish
krone (DKK)64 billion (6% of portfolio; approxinmately €8.6 billion) on Mrch
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31, 2017, from DKK300 billion (27% of portfolio) at the end of 2012. Wth this
reduction, Nykredit Real kredit has positioned itself well to abide by the
supervi sory di anond for nortgage banks, requiring a nortgage bank to have only
25% of its issued bonds maturing within a year

On Dec. 31, 2016, Nykredit Realkredit's broad |iquid assets accounted for 59%
of its short-term funding, against 31%in 2012. Over the sane period, its
stable funding ratio inproved to 90% from 70% While these ratios remain
weaker than those of international peers, we consider the inmportance of
supporting characteristics of the Danish covered bond market. In particular

we note that the balance principle results in a high degree of duration and
cash flow matching (in addition to interest rate and currency matching) and
that the industry and the regul ator have worked to reduce the vol une of
one-year bond refinancing significantly, resulting in |onger and nore bal anced
debt maturity profiles. In our view, this inprovenent in stability is

conpl emrented by the 2014 Dani sh covered bond | egi slation that extended bond
maturities by 12 nmonths in the event of a failed auction, thus effectively
passing refinancing risks to investors and repricing risks onto borrowers. In
addition, we note that the Danish covered bond market, a key investnent target
for Dani sh pension funds, has, over its long history, continued to perform
well in several crisis situations, not |east during 2008. W expect pension
funds' demand for |lowrisk donestic assets to continue to support stable
demand for Dani sh covered bonds.

For all these reasons, we consider Nykredit Realkredit's funding and liquidity
as neutral rating factors, despite somewhat | ower S&P d obal Ratings-adjusted
metrics for the bank. We will likely maintain this assessnent as long as the
institution does not return to a higher reliance on short-term whol esal e

fundi ng. As | egacy covered bond series mature, we expect a nminor dip in our
funding and liquidity ratios at year-end 2017, but we continue to foresee a
somewhat hi gher long-termlevel for these ratios, owing to further reduction
in the maturity concentrations of issued bonds.

Nykredit Real kredit has conpleted the issuance of €1.8 billion in senior

resol ution notes, thus nanaging to build a cushion of |oss-absorbing

i nstruments exceedi ng 500 basis points of S&P d obal Ratings' risk-weighted
assets. We expect Nykredit Realkredit to build its capital and additiona

| oss-absorption capacity (ALAC) buffers thanks to retained earnings as it
prepares for an IPOin the next year. As such, we include one notch of uplift
in the long-termrating on Nykredit Real kredit based on our assessnment of its
addi ti onal ALAC. W note that a successful PO could inprove our assessnent of
t he bank's capital and earnings, which could i nprove Nykredit's stand-al one
credit profile (SACP). However, this would reduce the excess capital in
Nykredit Real kredit's ALAC buffers, likely pronpting us to renove the
additional notch for ALAC support and having a neutral inmpact on the rating.

We view the conbination of capital and risk as a strength for Nykredit

Real kredit. The strong capitalization is reflected by our expectation that the
bank's risk-adjusted capital (RAC) ratio, which as of Dec. 31, 2016, had
increased to 11.6% from 10. 9% a year earlier, will continue increasing above
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12% over the next 18-24 nonths (excluding any proceeds fromthe eventual |PQ
and renmai n sustai nably above our 10% threshold. In addition, given Nykredit
Real kredit's over 40% share of the Danish nortgage market, we believe that the
asset quality of its loan book is well reflected in our capital analysis for
its portfolio of mainly private individuals and sone conmercial nortgage

| oans.

On June 12, 2017, Nykredit participated in a voluntary offer, alongside a
consortiumof investors, to acquire all shares in the distressed Vestjysk
Bank, including an 81% stake held by the Dani sh governnment. Nykredit

Real kredit has committed to invest DKK125 million-DKK178 million, which could
nmean a 14.0% 19. 9% ownershi p. At DKK125 nmillion-DKK178 million, we viewthis
as a relatively minor financial investnent for Nykredit Real kredit, and do not
expect an inmpact on Nykredit Realkredit's credit standing at this point.

Outlook
The stable outlook reflects our view that Nykredit Real kredit will not return
to a higher reliance on short-termwholesale funding and will maintain its

strong capital and ALAC position over the next two years. In our view, |ower
expect ed annual refinancing amounts, inprovements in earnings capacity, and

expectations of additional capital via an IPOw thin the next year support a
st abl e outl ook.

We could lower the long-termrating if we saw Nykredit Real kredit materially
shorten the termstructure of its funding. This could lead us to revise down
our assessment of Nykredit Real kredit's SACP and | ower the rating. In
addi ti on, a downgrade could occur if ALAC buffers were to reduce due to a
deterioration of Nykredit Realkredit's RACratio or if the amount of
ALAC-eligible instrument dimnished, reducing the protection these instrunents
provide for senior unsecured creditors in a resolution scenario that we
currently view as supportive of the current ratings.

We are unlikely to raise the rating at this time. W note that the conpletion
of a successful | 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 renove the additiona
notch for ALAC support. Still, such a scenario would likely result in higher
ratings on Nykredit's hybrid capital instruments, which are notched fromthe
SACP

Ratings Score Snapshot

| ssuer Credit Rating Al Stable/ A1
SACP a-
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Anchor bbb+

Busi ness Position Adequat e (0)
Capital and Earnings Strong (+1)
Ri sk Position Adequat e (0)
Fundi ng Aver age

and Liquidity and Adequate (0)
Suppor t +1

ALAC Support +1

CGRE Support 0

G oup Support 0

Sover ei gn Support 0

Addi ti onal Factors 0
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Ratings List

Rati ngs Affirned

Nykredit Real kredit A/'S

Counterparty Credit Rating Al Stable/ A1
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

Nykredit Bank A/ S

Counterparty Credit Rating Al Stable/ A1
Certificate Of Deposit A A1

Seni or Unsecured A
Certificate OF Deposit A1

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@spglobal.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. standardandpoors. com for further
information. 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& @ obal Ratings'
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& d 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.
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