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Research Update:

Danish Bank DLR Kredit Affirmed At 'BBB+/A-2';
Junior Subordinated Debt Downgraded To 'BB';
Outlook Remains Stable

Overview

« W believe that Danish financial institution DLR Kredit's business
position has weakened, while its earnings netrics have inproved.

e W are affirmng our 'BBB+/ A-2' ratings on DLR Kredit A/S.

W are also lowering our rating on DLR Kredit's junior subordi nated debt
to 'BB' from'BB+ because the weakening of the business position | eads
to a | ower stand-alone credit profile.

» The stable outlook reflects our view that the conbi ned assessnent of DLR
Kredit's capital and risk position will likely inprove sufficiently to
of fset the possible renoval of government support fromthe ratings by
year-end 2015.

Rating Action

On July 18, 2014, Standard & Poor's Ratings Services affirnmed its ' BBB+/ A-2'

| ong- and short-termcounterparty credit ratings on Dennmark-based DLR Kredit
AS At the same tine, we lowered our long-termrating on DLR Kredit's junior
subordi nated debt to 'BB' from'BB+' . The outlook is stable.

Rationale

The affirmation reflects our reevaluation of DLR Kredit's business position as
noderate rather than adequate, and, simultaneously, our renpoval of the
negati ve one-notch adjustment previously incorporated into the rating,
relating to earnings netrics. The changes result in a weakening of the
stand-al one credit profile (SACP) to 'bbb' from'bbb+ and, as a result, a
downgrade of DLR Kredit's junior subordinated debt instrunment to 'BB from

' BB+' .

Qur assessnment of DLR Kredit's business position as "noderate" reflects its
conparatively narrow client base and revenues concentrated on lending to the
Dani sh agriculture sector. In addition, Jyske Bank, which is DLR Kredit's

| argest owner (with nearly 10% and al so provi des a substantial anount of

| oans, recently acquired its own nortgage conpany, BRFkredit. In our view, the
nerger creates some uncertainty for some of DLR Kredit's transferred business
vol umes from Jyske and places DLR Kredit in a relatively weaker business

posi tion.
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While the nmerger may not significantly affect Jyske's transfer of agricultura
loans to DLR Kredit initially, we believe that Jyske has an incentive to
reduce its guarantees on loans with DLR Kredit and finance its comercial and
residential real estate |loans within its new group structure. W note that
this could be nitigated to sone degree by other owner banks prioritizing DLR
Kredit ahead of BRFkredit for conmercial and residential real estate

fi nanci ng.

We previously applied a negative one-notch adjustnent to DLR Kredit's rating
rel ated to our concerns about the strength of earnings and weaknesses in the
fundi ng nodel. We have now renoved this adjustnment because DLR Kredit has
further inproved earnings metrics, in particular cost efficiency and profits
as a share of revenues. In addition, we believe that the bank has started to
address weaknesses in its funding nodel by introducing new products wth

| onger maturities.

We still believe that DLR Kredit's funding and liquidity position conpares
negatively with that of international and donestic peers. In our view, DLR
Kredit is nore reliant on short-termfunding and has a |larger maturity

m smat ch of assets and liabilities than international peers. In our base case,
we assunme that DLR Kredit will gradually reduce this structural mismatch. An
inability to do so could lead us to revise dowward our assessnent of funding.

Currently, we consider that DLR Kredit has "npderate" systenmic inportance in
Denmar k, whi ch we view as "supportive" of private-sector comercial banks. As
aresult, and inline with our criteria, we include one notch of uplift in DLR
Kredit's 'BBB+' issuer credit rating. If we perceived support as |ess
predictable, we would likely renpve this notch of uplift fromthe long-term
rating. This would nost likely arise froma reclassification of Denmark's
support for private-sector comercial banks to "uncertain" under our criteria.
Any decision to reclassify government support woul d be subject to our review
of the final resolution legislation, technical standards, and other rel evant

i nformati on.

If, on the other hand, our view was that extraordi nary governnment support mnay
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 mght consider that Dennark
remai ned "supportive" and that DLR Kredit retained "noderate" systemc

i mportance.

Outlook

The stable outlook reflects our view that DLR Kredit's strengthening
SACP--fromcapital inmproving in line with its 2019 capital plan, strong |oss
sharing with the owner banks, and continued stable earnings--may offset the
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possi bl e renoval of governnent support fromthe ratings. Specifically, we may
renove the notch of uplift for extraordinary government support by year-end
2015 if we consider such support to be | ess predictable.

A positive rating action would require a positive trend in tw factors. W
coul d consider an upgrade if we believed that potential extraordinary
governnent 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 continued to execute its capita

pl an as we expect and we becane confident that its risk-adjusted capital ratio
woul d rise to and exceed 15% we could revise our assessnent of its capita

and earnings to "very strong" from "strong."

We could lower the ratings if DLR Kredit experienced 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

To From
| ssuer Credit Rating BBB+/ St abl e/ A- 2 BBB+/ St abl e/ A- 2
SACP bbb bbb+
Anchor bbb+ bbb+
Busi ness Position Moderate (-1) Adequat e (0)
Capi tal and Earni ngs Strong (+1) Strong (+1)
Ri sk Position Moderate (-1) Moderate (-1)
Fundi ng and Liquidity Aver age Aver age
and Adequate (0) and Adequate (0)
Suppor t 0 0
CGRE Support 0 0
G oup Support 0 0
Sover ei gn Support +1 +1
Addi tional Factors 0 -1
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Ratings List

Downgr aded
To From
DLR Kredit A/'S
Juni or Subordi nat ed BB BB+
Rati ngs Affirned
DLR Kredit A/'S
Counterparty Credit Rating BBB+/ St abl e/ A- 2

Additional Contact:
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Conplete ratings information is available to subscribers of RatingsDirect at
www. gl obal credi tportal.comand at spcapitaliq.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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