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Research Update:

BRFkredit A/S 'A-/A-2' Ratings Affirmed On
Bank Criteria Change; Outlook Stable

Overview

* Following a review under Standard & Poor's revised bank criteria
(published Nov. 9, 2011), we have affirmed our 'A-' long-termand 'A-2'
short-termcounterparty credit ratings on Denmark-based BRFkredit A/'S
(BRF). The outl ook is stable.

« The ratings reflect BRF' S adequate business position, adequate capita
and earni ngs, adequate risk position, average fundi ng, and adequate
liquidity.

» W consider BRF to have noderate systenic inportance in Denmark, which we
classify as supportive.

» The stable outlook reflects our view that BRF will confortably maintain a
ri sk-adjusted capital ratio of about 8% and defend its donestic market
position in Dennark.

Rating Action

As we previously announced on Dec. 1, 2011, Standard & Poor's Ratings Services
has affirmed its '"A-' long-termand ' A-2' short-termcounterparty credit
rati ngs on Denmar k- based BRFkredit A/S (BRF). The outl ook is stable.

Rationale

Standard & Poor's bases its ratings on BRF on the bank's "adequate" business
position, "adequate" capital and earnings, "adequate" risk position, "average"
fundi ng, and "adequate" liquidity, as our criteria define those terms. The
bank's stand-alone credit profile (SACP) is 'bbb+ . In our view BRF has
"nmoderate" system c inportance, which lifts the long-termrating one notch
above the SACP

Qur bank criteria use our Banking Industry Country Ri sk Assessnent's economic
risk and industry risk scores to determ ne a bank's anchor, the starting point
in assigning an issuer credit rating. The anchor for a commercial bank
operating only in Denmark is 'bbb+'.

Qur economic risk assessment reflects our view that Denmark is a politically
stabl e, wealthy, and high-inconme country, which has suffered since the

2008- 2009 financial crisis. Consequently, we expect econonic growh to be weak
over the short to mediumterm However, this is balanced by fiscal policy
flexibility. On the external side, Denmark has posted sizable current account
surpluses for nore than a decade, and we expect this to continue.
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We expect the fallout fromthe financial crisis to |lead to increased
consol i dation as weak institutions are either taken over by stronger
conpetitors or elimnated fromthe market. Further bank failures are a

possi bility. The Dani sh banking systemhas a relatively | ow share of core
customer deposits, at 20% of total |oans, and a relatively high share of net
external funding at 18% of total |oans. The latter is, however, related to the
structure of the Nordic banking sector, with considerable cross-border
activity. These higher risk characteristics are partly offset by a well

devel oped donestic bond market that renai ned open and functioning throughout
the financial crisis.

W consider BRF' s business position to be "adequate", reflecting the bank's
wel | established position as the fourth largest financial institution in
Denmark, with a stable 9% narket share in nortgage | ending and assets
anounting to Dani sh krone (DKK) 223.8 billion as of June 30, 2011 (€30 billion
at DKK7.44 to €1). Revenue generation is based on stable interest incone. W
expect that BRF will focus on its new retail banking strategy, with an

i ncreased focus on | owrisk segnents such as subsidi zed housing, while

di scontinuing lending to the high-risk devel opment sector

W assess BRF' s capital and earnings as "adequate", but forecast that the
bank's capital will decline over the next few years in ternms of our

ri sk-adjusted capital (RAC) franework. W estimate that BRF's RAC ratio will
decline to about 8% by year-end 2012. The forecast decline reflects a negative
earnings buffer that we factor into our RAC calculation to reflect BRF' s

| ow mar gi n busi ness and el evated nornalized | osses (of about DKK660 nmillion a
year) that we assign according to our RAC nodel. However, we believe that

these nornalized | osses are high relative to the risk in BRF' s overall |oan
portfolio because the bank has discontinued | ending to the devel opment sector
and still has collateralized corporate exposure. In addition, recent

across-the-board margin increases are likely to support stronger earnings.

BRF's risk position is "adequate", in our view, reflecting the bank's decision
to exit the devel opnent business in conbination with a focus on servicing its
core retail customer base and sel ected niches. W believe the RAC ratio
adequately reflects BRF' s risk position, including the bank's concentrated
exposure to the donmestic real estate sector. BRF' s recent loss history is to a
| arge extent explained by Iending to the devel opment sector. W think the
bank's provisioning cycle has al ready peaked (inpairnents in 2010 were down
77% from 2009) and that it has set aside adequate provisions for the portfolio
of nonperform ng assets.

BRF's funding is "average", in our view, and reflects the bank's access to the
Dani sh covered bond market. One strength specific to Dani sh nortgage bond
legislation is a regulation limting liquidity nmismatches. However, we

acknow edge that refinancing risk has changed in the Danish market with the
growm h of a nore varied product offering and, in particular, shorter-dated
bonds of 1-5 years. Neverthel ess, a predom nance of donestic investors was an
i mportant factor that created stability in the Dani sh market in 2008-2010, and
we anticipate that this will remain an inportant structural strength over the
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mediumterm In our view, BRF' s liquidity is "adequate" and we believe it to
be appropriate for the business the bank conducts.

Outlook

The stable outl ook on BRF reflects our expectation that the bank will
successfully execute its new strategy, thereby supporting an inprovenent in
operating performance while confortably maintaining a RAC ratio of 7% 10% and
a sustained, stable business position in the Dani sh market.

We could take a negative rating action if a significant deterioration in
operating performance and i ncreased | oan | oss provisioning were to cause a
substantial decline in the bank's capital. A significant increase in the
bank's risk profile, failure to execute the new strategy, or a weakeni ng of
BRF' s donmestic business position could also trigger a negative rating action

A positive rating action is currently unlikely, but could naterialize if the

bank were to denonstrate significantly stronger capital generation than we
currently expect.

Ratings Score Snapshot

| ssuer Credit Rating A-
SACP bbb+

Anchor bbb+

Busi ness Position Adequat e (0)
Capi tal and Earni ngs Adequat e (0)
Ri sk Position Adequat e (0)
Fundi ng and Liquidity Aver age and Adequate (0)
Suppor t 1

GRE Support 0

G oup Support 0

Sover ei gn Support 1

Addi ti onal Factors 0

Related Criteria And Research

Al articles listed bel ow are avail able on RatingsDirect on the dobal Credit
Portal .
* Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011
* Banking Industry Country Ri sk Assessment Methodol ogy And Assunpti ons,
Nov. 9, 2011
e Group Rating Methodol ogy And Assunptions, Nov. 9, 2011
e Bank Hybrid Capital Methodol ogy And Assunptions, Nov. 1, 2011
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Ratings List
Rati ngs Affirned

BRFkredit A/'S
Counterparty Credit Rating A-/ Stabl el A-2

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

Conplete ratings information is avail able to subscribers of RatingsDirect on
the G obal Credit Portal at www gl obalcreditportal.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 located 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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