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Major Rating Factors

Strengths: Weaknesses:

• Clearly defined medium-term strategy focusing on

its strong domestic franchise and financing the

global food and agriculture business.

• Prioritization of long-term customer franchise

growth over short-term returns, leading to

predictable strategy and revenue.

• Market-leading presence in the Netherlands, with a

track record of strongly performing domestic

residential mortgages.

• Continuous need to adapt the business model to

regulatory changes, in particular to those in the

Basel framework.

• Elevated loan impairments expected in the next two

years because of the COVID-19 pandemic, resulting

in weak profitability prospects in 2020 and

moderately better ones in 2021.

• Although reducing, a still-high reliance on wholesale

funding.
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Outlook: Negative

The negative outlook reflects S&P Global Ratings' expectation that, over the next 18-24 months, Cooperatieve

Rabobank U.A. (Rabobank) may face a surge in problem loans and credit losses due to the COVID-19 pandemic.

Even if the Dutch economy performs better in 2020 than most of its EU neighbors, it is a very open one, and

therefore sensitive to weakening international trade. We also take into account the sensitivity of some of the bank's

clients--namely small and midsize enterprises (SMEs) and, to a lesser extent, corporates in the food and agriculture

sector--to pandemic-related logistical disruption and weaker global demand.

Downside scenario

We could take a negative rating action in the next 12-18 months if Rabobank encounters a more severe and

prolonged asset quality deterioration than we currently expect, which could have a long term effect on earnings

and dent the bank's robust capital position to the extent that our risk-adjusted capital (RAC) ratio declines below

10% by 2021.

Upside scenario

We could revise the outlook to stable in the next 12-18 months if the economic situation in the Netherlands and the

eurozone stabilizes more rapidly than we currently expect, and the bank's operating performance proves resilient,

thanks to, for instance, efficient countercyclical support measures from Dutch and European authorities. An

outlook revision would also hinge on problem loans and loan impairments staying manageable. Any revision of the

outlook to stable would assume the bank is maintaining an adequate liquidity buffer and good access to wholesale

funding.

Rationale

Our ratings on Rabobank reflect our view of the bank's market-leading franchise in Dutch retail banking and in

financing the global food and agriculture business. The bank boasts a low-risk profile and has a track record of

predictable earnings generation capacity. We also view positively the bank's conservative financial policy, partly due to

its cooperative status, with gradual strengthening of the capital base. The capital base now stands at a strong level by

all measures. We assume the bank's RAC ratio will stand sustainably above 10% in the next two years despite the

recent economic shock, although we are mindful that if the COVID-19 situation worsens, we may quickly alter our

central economic scenario. The bank's asset mix combines a large and low-risk domestic mortgage loan book with

other loans that we consider more risky, including those extended to more cyclical economic sectors, such as,

principally, small businesses and the commercial real estate sector, although the size of the latter has reduced

substantially over past years. We consider that the bank displays average funding and adequate liquidity. Although

improving compared with past years, its loan-to-deposit ratio remains higher than that of most peers, but this is

mitigated by the improving maturity profile of its wholesale funding and its sound liquidity buffers.

To arrive at the 'A+' issuer credit rating, We adjust the bank's 'a' group stand-alone credit profile (SACP) upward by

one notch to reflect our view of Rabobank's sizable additional loss-absorbing capacity (ALAC) buffer.
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Anchor: bbb+

The 'bbb+' anchor draws on our Banking Industry Country Risk Assessment (BICRA) methodology and our view of the

weighted-average economic risk in the countries in which Rabobank operates (see chart 1).

Chart 1

Our assessment of Dutch economic risk balances the wealthy, diversified, and competitive nature of the Dutch

economy, which also translates into a wealthy sovereign able to support the real economy, against its sensitivity to

international trade volatility, which the COVID-19 pandemic has radically amplified. Pre-existing concerns related to

global trade tensions and to Brexit remain. We expect the Netherlands will rebound in 2021 with 3.9% GDP growth

following a 5.9% recession in 2020, but risks remain, which could affect the credit quality of export-oriented

corporates, SMEs, or other cyclical sectors. Although declining, private sector leverage in the Netherlands remains, on

a gross basis, among the highest in the world, constraining the structural ability of the Dutch economy to easily

withstand potential external shocks. Economic imbalances have not receded in recent years because of a very

dynamic real estate market. Household indebtedness will continue to reduce over time with a gradual move away from

interest-only (nonamortizing) mortgages and additional restrictions of the lending with more than 100% loan to value

(LTV) ratios, but improvements so far have been barely visible in absolute terms. Positively, authorities in the

Netherlands and across many other European countries have delivered unprecedented policy responses in the form of

monetary, fiscal, and regulatory support to their economies. Still we expect the COVID-19-related short-term shock
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will have a meaningful impact on banks' asset quality, revenue, profitability, and refinancing costs. Therefore, we

consider the economic risk trend for banking activities in the Netherlands as negative.

Our assessment of industry risks for Dutch banks incorporates high domestic concentration and our view of a stable

competitive environment. We consider the prospective profitability of domestic banking activities adequate, although

the 2020 economic shock will likely have a meaningfully negative effect. We observe relatively supportive price

discipline in the competitive mortgage segment. Some of the large banks have completed major restructuring efforts,

while cost optimization programs continue in the context of the persistently low interest-rate environment. The

system's relatively heavy reliance on wholesale funding is partly attributable to households' propensity to save in life

insurance and pension products, rather than in bank deposits. We consider that Dutch systemwide funding benefits

from, among other things, the depth of the domestic capital market and the Dutch authorities' good track record in

providing liquidity support. We view the trend on industry risk as stable.

Table 1

Cooperatieve Rabobank U.A.--Key Figures

--Year ended Dec. 31--

(Mil. €) 2020* 2019 2018 2017 2016

Adjusted assets 617,737.0 588,211.0 587,789.0 600,279.0 659,843.0

Customer loans (gross) 449,180.0 430,894.0 427,397.0 425,163.0 444,226.0

Adjusted common equity 32,425.0 32,504.0 31,606.0 29,741.0 27,390.1

Operating revenues 5,212.0 11,543.0 11,900.0 11,999.0 12,501.0

Noninterest expenses 3,411.0 7,436.0 7,752.0 8,040.0 8,048.0

Core earnings 100.1 1,973.6 2,478.0 2,425.6 2,372.9

*Data as of June 30. Source: company financials.

Business position: A low-risk leading retail bank in a wealthy country, with a global franchise in food
and agriculture financing

We view positively Rabobank's clearly defined strategy to focus on its leading franchise in the Dutch retail banking

market and the financing of the food and agriculture business globally. International activities, with a clear sector

focus, add to the diversity of its domestic business, which has a good track record of sound operating performance. In

addition, we consider the strategy to be prudent, notably its financial planning and balance sheet management, and

note that as a cooperative organization it prioritizes long-term franchise growth over short-term returns.

Rabobank's business profile has strengths that compare well with those of large international banking peers. The bank's

key domestic peers are ING Groep N.V., which is more diverse geographically but has a smaller domestic market

share; and ABN AMRO Bank N.V., another leading domestic bank, but with a larger share of more volatile corporate

and investment banking activities. Other peers are large French banks, especially those with cooperative status (Crédit

Agricole, BPCE, and Crédit Mutuel), and other large cooperative banking groups in Germany, Finland, and Austria.

The strength of Rabobank's business model lies in its strong retail franchise in a wealthy country, its focus on low risk

businesses, and brand recognition in the global food and agriculture business.

Digital capabilities are also being developed to strengthen the bank's presence in global food chains and local

communities. In this field, Rabobank targets three main areas of development: i) data-driven digital banking, preparing
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for a more open banking environment also protective of personal data under European regulations; ii) innovation, for

instance technology relating to the food and agribusiness but also in the traditional retail and corporate segments (as

an example, the online platform Fundr can process automatically guaranteed loans and loan applications up to €1

million); and iii) organizational and information technology evolution. We believe Dutch banks are among the most

advanced European banks in terms of digital transformation, benefiting from a receptive domestic franchise, which

should help Rabobank expand its digital offering in the food and agriculture business internationally.

We believe the increasing focus on sustainable finance also represents a growth area for Rabobank given its area of

expertise, notably home financing and the food and agriculture business.

Rabobank has a good track record of stable revenue generation, which is derived from its diversified product offering

and a longstanding leading position in the local market, from Dutch household savings collection, to residential

mortgage production, or the financing of the agriculture sector. We estimate Rabobank boasts an estimated 21.5%

domestic market share in mortgage loans outstanding, and 33.5% in domestic savings. Rabobank's primary

international activities focus upon supporting Dutch clients and its traditional core market of food and agriculture

financing in major agriculture centers in Europe, the Americas, Australia, and New Zealand. We estimate that revenue

from international operations represents about one third of total revenue, and is gradually increasing.

Chart 2

Revenue generation capabilities have been eroded in recent years. This is due to the compounding effect of the

stagnation of the balance sheet, driven by the bank's capital and risk optimization strategy in anticipation of evolving

regulatory rules (Basel IV) as part of the 2016-2020 strategic plan, as well as low-for-long interest rates environment in

the eurozone. Despite a resilient net interest margin, supported by increasing focus on better remunerated lending

activities, net interest income has therefore followed a downward trend. This has added pressure on the
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cost-to-income ratio, which, despite significant improvement since 2016, remains at 65% at mid-2020, above the 60%

average we observed for most of the largest European peers. We note that part of the benefit associated with a leaner

organizational structure has been temporarily offset by higher staff requirements to accommodate regulatory and

compliance requirements. While the current challenging operating conditions will complicate the pace of income

improvement, we also believe it provides opportunities on the cost side for the retail segment given the shift to daily

use of digital banking has accelerated during the pandemic.

As a result, Rabobank adjusted its medium-term cost to income ratio target downward earlier this year to just over

60% by 2022, with a long term ambition of a percentage in the mid-50s. The bank also adjusted its return on equity

target (net profit to average International Financial Reporting Standards equity) downward to 6%-7% by 2022, with a

long-term ambition of over 8%. Following the outbreak of COVID-19 and the profound industry changes (such as

prolonged low interest rates, substantial investment needs in technology, and risk-weighted asset inflation in the

transition period to final implementation of Basel rules, for example), we believe these objectives may prove

challenging to achieve.

Table 2

Cooperatieve Rabobank U.A.--Business Position

--Year ended Dec. 31--

(%) 2020* 2019 2018 2017 2016

Loan market share in country of domicile 21.5 20.9 19.9 22.0 21.0

Deposit market share in country of domicile 33.5 33.0 33.0 33.4 34.0

Total revenues from business line (currency in millions) 5,220.0 11,916.0 12,020.0 12,002.0 12,805.0

Retail banking/total revenues from business line 58.5 57.2 59.1 58.8 53.6

Other revenues/total revenues from business line 15.0 12.1 13.2 10.7 18.3

Return on average common equity 0.5 5.1 7.0 6.2 3.4

*Data as of June 30. Source: company financials.

Capital and earnings: Focused on maintaining solid capitalization

We believe Rabobank's capital is a rating strength. We project its RAC ratio will stand sustainably above 10% in the

coming two years. This reflects our view that Rabobank will remain focused on implementing its medium-term

strategic objective of maintaining a robust capital position on the back of resilient earnings through the cycle, low

distribution, and a moderate increase of risk assets. Rabobank aims to maintain a common equity Tier 1 (CET1) ratio

above 14%, a a strategic objective that was already met with 16.6% fully loaded at mid-2020. It also comfortably meets

the CET1 ratio requirement under the updated Supervisory Review and Evaluation Process, of a minimum of 9.99%.

Adapting to the reform of the Basel framework for calculating capital requirements for banks, also known as Basel IV,

is a challenge for the bank, like for other domestic peers. Rabobank estimates its risk-weighted asset inflation at below

25%, down from 25%-28% previously, thanks to mitigation actions. We believe this is manageable because of the long

implementation timeframe, which was further extended by the Basel committee by one year with phase-in period (for

the output floor) starting from 2023.

Rabobank's RAC ratio was 10.4% at end-2019. The difference between our measure of capital and regulatory ratios

generally reflects the more conservative standardized risk-weighting that we apply. We recognize the benefit of the
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Dutch government-supported Nationale Hypotheek Garantie (NHG) for mortgage financing by aligning the risk weight

of 65% of the guaranteed portfolio with the risk weight we apply to Dutch government debt. The remaining 35% of the

portfolio carries the standard risk weight we apply to prime residential mortgages in the Netherlands. The resulting

average risk weight aims to capture the risk of non-eligibility, and other risks associated with the NHG scheme. At

end-2019, the share of NHG mortgage loans represented 19% of the mortgage book.

We estimate that RAC will be at 10.25%-10.75% by end-2021. The main assumptions supporting our forecast are:

• Mid-single-digit increase of S&P Global Ratings' risk-weighted assets (RWAs) in the next two years. Participation in

supportive credit schemes for the real economy could entail a modest growth of the loan book, and the likely

increase in nonperforming loans should inflate RWAs.

• Net interest margin will be under further pressure due to the difficulty to adjust pricing to risk in the near term given

government sponsored programs, payment holidays granted to provide support to the clientele, or higher funding

cost in the wholesale market.

• Flat operating expenses as the implementation of efficiency measures will likely be on hold for some time and the

transition to adapt to the existing operating conditions entails some expenses. Remediation measures to upgrade

the bank's know your customer capabilities will continue.

• Cost of risk rising materially in 2020 and 2021 with a lag effect on actual loan becoming nonperforming. We forecast

a cost of risk of 50 basis points (bps) in 2020, in line with Rabobank's guidance, and 30bps-35bps in 2021.

• A stabilized mix between core capital and additional tier 1 instruments after the €1 billion instrument issued in July.

In our view, Rabobank's cooperative status restricts to some extent its ability to raise new core capital, if required.

However, Rabobank has the capacity to issue deeply subordinated certificates classified as common equity Tier 1

capital, which we include within adjusted common equity. In January 2017, the bank issued an additional amount of

€1.5 billion of Rabobank Certificates. Rabobank has also demonstrated good access to the hybrid market. Overall, we

believe the bank's cooperative status and the low payout attached to it supports a conservative financial policy.

Rabobank's leverage ratio stood at 5.9% at mid-2020.

We consider the quality of capital satisfactory. We calculate that adjusted common equity represents about 88% of

total adjusted capital after their latest AT1 issuance, which is a similar proportion to its international peer group.

Distributions on Rabobank Certificates are fully discretionary. The bank's capital generation through retained earnings

is bolstered by not paying cash distributions on the upcoming scheduled payment dates as long as the European

Central Bank recommends this. However, it remains to be seen if the bank will pay a scrip dividend in coming

quarters, or if it will increase its payout to catch-up unpaid distributions.

Rabobank posted an expected depressed €227 million net income for the first half of 2020 (versus €1.2 billion in

first-half 2019). Revenue--either interest or commission income--has withstood the impact of pandemic more than we

initially expected, mainly thanks to government relief measures and the Netherlands' flexible approach to lockdown

compared with neighboring countries. However, Rabobank cannot escape bleak prospects in its loan portfolios, and

consequently provisioned €1.4 billion during first-half 2020, of which about 62% is for performing stage 1 and 2 loans.

The bank's guidance of €2.0 billion-€2.5 billion in impairment charges for the year is in line with our own forecasts for
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the company, and we should therefore see a better second half in terms of net profit. We acknowledge, however, that a

risks to our projections remain, in particular stemming from additional lockdowns that would worsen the economic

recovery prospects.

Chart 3

Table 3

Cooperatieve Rabobank U.A.--Capital And Earnings

--Year ended Dec. 31--

(%) 2020* 2019 2018 2017 2016

Tier 1 capital ratio 18.4 18.8 19.5 18.8 17.6

S&P Global Ratings’ RAC ratio before diversification N/A 10.4 10.3 9.5 9.5

S&P Global Ratings’ RAC ratio after diversification N/A 11.8 11.1 10.7 10.6

Adjusted common equity/total adjusted capital 90.4 90.4 89.5 91.5 86.1

Net interest income/operating revenues 78.7 73.5 71.9 73.7 69.9

Fee income/operating revenues 16.2 17.2 16.2 16.0 15.3

Market-sensitive income/operating revenues (0.6) 2.2 3.1 2.0 5.1

Noninterest expenses/operating revenues 65.4 64.4 65.1 67.0 64.4

Preprovision operating income/average assets 0.6 0.7 0.7 0.6 0.7
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Table 3

Cooperatieve Rabobank U.A.--Capital And Earnings (cont.)

--Year ended Dec. 31--

(%) 2020* 2019 2018 2017 2016

Core earnings/average managed assets 0.0 0.3 0.4 0.4 0.4

N/A--Not applicable. *Data as of June 30. Source: company financials.

Table 4

Cooperatieve Rabobank U.A.--Risk-Adjusted Capital Framework Data

(Mil. €) Exposure* Basel III RWA

Average Basel III

RW(%) S&P Global RWA

Average S&P

Global RW (%)

Credit risk

Government & central banks 102,240.8 6,839.6 6.7 2,173.2 2.1

Of which regional governments and

local authorities

0.0 0.0 0.0 0.0 0.0

Institutions and CCPs 15,699.7 6,399.9 40.8 5,420.4 34.5

Corporate 225,078.8 92,524.9 41.1 186,064.3 82.7

Retail 226,307.9 35,074.8 15.5 92,886.0 41.0

Of which mortgage 168,828.9 17,283.3 10.2 48,336.0 28.6

Securitization§ 13,892.3 2,060.1 14.8 3,827.0 27.5

Other assets† 9,283.2 16,868.8 181.7 12,653.8 136.3

Total credit risk 592,502.6 159,768.1 27.0 303,024.7 51.1

Credit valuation adjustment

Total credit valuation adjustment -- 1,277.1 -- 1,660.3 --

Market Risk

Equity in the banking book 1,488.4 3,306.8 222.2 13,246.0 889.9

Trading book market risk -- 3,981.5 -- 5,942.2 --

Total market risk -- 7,288.3 -- 19,188.2 --

Operational risk

Total operational risk -- 31,800.2 -- 22,518.9 --

Exposure Basel III RWA

Average Basel II

RW (%) S&P Global RWA

% of S&P Global

RWA

Diversification adjustments

RWA before diversification -- 205,796.2 -- 346,392.1 100.0

Total Diversification/ Concentration

Adjustments

-- -- -- (41,958.7) (12.1)

RWA after diversification -- 205,796.2 -- 304,433.4 87.9

Tier 1 capital Tier 1 ratio (%)

Total adjusted

capital

S&P Global RAC

ratio (%)

Capital ratio

Capital ratio before adjustments 38,753.2 18.8 35,955.0 10.4

Capital ratio after adjustments‡ 38,753.2 18.8 35,955.0 11.8
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Table 4

Cooperatieve Rabobank U.A.--Risk-Adjusted Capital Framework Data (cont.)

*Exposure at default. §Securitization Exposure includes the securitization tranches deducted from capital in the regulatory framework. †Exposure

and S&P Global Ratings’ risk-weighted assets for equity in the banking book include minority equity holdings in financial institutions.

‡Adjustments to Tier 1 ratio are additional regulatory requirements (e.g. transitional floor or Pillar 2 add-ons). RWA--Risk-weighted assets.

RW--Risk weight. RAC--Risk-adjusted capital. Sources: Company data as of Dec. 31 2019, S&P Global Ratings.

Risk position: Material part of nonretail loan portfolios is sensitive to changing economic conditions

Rabobank displays an overall low risk profile, being a commercial lender focusing on its historical areas of expertise,

both domestically and internationally. In particular, we note that exposure to market risk is small. Still, after years of

unsustainably low credit losses, cost of risk at end-2019 was already in line with the bank's expectations of 20-25bps

for through the cycle. We expect credit risk will peak in 2020 at close to 50bps, which remains relatively low compared

with European peers. This reflects the low risk profile of its retail loan book and effective derisking in recent years,

especially in commercial real estate. Still, its exposure to SME portfolios that are structurally more fragile during

economic downturns, and to sectors more exposed to the adverse consequences of the COVID-19 pandemic,

domestically and internationally, are important sources of risks, in our view. According to the bank, exposure to

sectors that are expected to be severely affected by COVID-19, such as transportation, nonfood retail, leisure, for

example, represent about a modest 5% of the loan portfolio (€19.1 billion). However, the impact on the bank's

nonperforming loans (NPL) has so far been limited due to various supporting measures provided by the Dutch

government such as the NOW wage subsidy program to provide temporary compensation for labor costs. Support

measures from the Dutch government will run at least until July 1, 2021, to provide the necessary support for

economic recovery. This also explains why loan impairments, although rising substantially, should, in our view, remain

manageable. Of course, an absence of economic rebound in 2021 will then have a more severe and longer-lasting

impact on asset quality, for the bank and its European peers.

Chart 4
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Rabobank reported an overall NPL ratio of 2.7% at mid-2020, under the European Banking Authority (EBA) definition

of default (including the adjusted definition of default for mortgage and retail SME portfolios). Its reported NPL ratio is

higher than that of domestic peers and other large European cooperative groups because of the bank's conservative

write-off policy, backed by a high level of collateralization, and high cure and recovery rates.

The coverage ratio of NPLs by provisions remains low and is aligned with metrics displayed by other large Dutch

banks, reflecting the asset-based nature of their loan books and country-specific parameters, including full recourse

and extended collateralization.

Chart 5

Although its domestic market accounts for about three-quarters of total lending, Rabobank is active across all parts of

the Dutch economy. International operations are focused on the food and agriculture sectors, in which Rabobank has

longstanding expertise and competitive advantages.

Rabobank's largest loan portfolio, made up of domestic residential mortgages, is performing very well. It represented

about 45% of the loan book on June 30, 2020 (€188 billion). The bank reported a low NPL ratio of 0.79% and a

percentage of loans in arrears (90 days past due) of 0.2% on the same date. Provision charges for this portfolio are

typically very low, and lower than the system average. The weighted average loan-to-value (LTV) ratio on the
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domestic residential mortgage portfolio was 59% at mid-2020, materially improved compared with 64% a year before,

but mainly reflecting property price dynamics in the country. The portion of mortgage loans with a LTV ratio above

90% remains high by European standards at about 8.3% including NHG (and 6.7% excluding it) at midyear 2020, but

this is offset by a track record of sound performance. More than half of the book comprises interest only and partial

interest-only loans (24% and 27% respectively), which we expect will decrease gradually because of the tax revision of

this financing scheme.

The food and agriculture business, representing about 26% of the group's loan book (€108 billion), is well diversified by

type and geography. About two-thirds of this portfolio is international. We note under the bank's Pillar 3 reporting that

lending to the food and agriculture business concentrates about one-third of the bank's defaulted credit exposures and

displays, along with the services sector, the highest defaulted loans ratio (see chart 6). Rabobank believes that its high

stock of NPLs in some agricultural sectors also reflects its long-term commitment to these sectors and good track

record of low credit losses through the cycle.

Chart 6

Rabobank's domestic CRE book is not excessively large in relative terms, at about 5% of total loans (€20 billion). We

note the ongoing efforts to reduce NPLs related to this book. New CRE provisions have remained modest since 2015,

in part reflecting the improved operating environment. However, the pandemic changes everything for the dynamics

of this sector. We therefore expect to see some increase in provisions, mainly due to the exposure to hospitality and

retail outlets. Out of this €4.0 billion exposure, we consider about half of it vulnerable. Positively, the other half of these

exposures is in prime locations or supermarkets, which may be only moderately affected by the effects of the

pandemic. Rabobank has actively managed down its CRE portfolio in the past years, but intends to continue operating

in this field. We understand that the current portfolio size is in line with the bank's risk appetite.
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Since 2013, the bank has taken a number of steps to strengthen its compliance, risk management, and controls. These

initiatives followed the identification of inappropriate conduct related to interbank rate submissions. These steps have

included changes to the management team, significant company culture initiatives, and the alignment of the bank into

one operation so that its international activities are no longer managed separately.

Like peers, the bank remains exposed to litigation risk through ongoing legal cases and arbitration proceedings. The

bank describes in its 2019 annual report the most relevant legal and regulatory claims that could give rise to liability.

We note that there is no ongoing investigation relating to the monitoring of illegal financial flows listed there.

After receiving an injunction (last onder dwangsom) in 2018, Rabobank has taken actions to intensify its customer due

diligence capabilities, hiring over 1,750 employees in 2019. The Dutch Central Bank will verify, in the coming quarters,

if Rabobank meets all requirements of the injunction.

Table 5

Cooperatieve Rabobank U.A.--Risk Position

--Year ended Dec. 31--

(%) 2020* 2019 2018 2017 2016

Growth in customer loans 8.5 0.8 0.5 (4.3) (2.5)

Total diversification adjustment/S&P Global Ratings’ RWA before diversification N/A (12.1) (7.4) (11.0) (10.9)

Total managed assets/adjusted common equity (x) 19.1 18.2 18.7 20.3 24.2

New loan loss provisions/average customer loans 0.7 0.2 0.0 (0.0) 0.1

Net charge-offs/average customer loans 0.2 0.1 0.2 0.4 0.3

Gross nonperforming assets/customer loans + other real estate owned 3.2 3.5 3.7 4.3 4.2

Loan loss reserves/gross nonperforming assets 33.9 26.1 23.4 29.7 40.4

*Data as of June 30. We use stage 3 loans as a proxy for gross nonperforming assets. Source: company financials. N/A--Not applicable.

Funding and liquidity: Strong deposit franchise and executed downsizing of wholesale funding

We consider Rabobank's funding and liquidity profile neutral for the rating. Rabobank's funding profile is underpinned

by its large, granular, and stable domestic deposit base. Wholesale funding is diversified and has a satisfactory maturity

profile. Moreover, we assume that the existing liquidity buffer and fairly low reliance on short-term wholesale funding

will persist.

Rabobank displays a high loan-to-deposit ratio compared with that of many large European peers, especially other

retail-focused cooperative groups. This is despite its leadership position in the domestic deposit market, a situation

that also reflects the specificities of the Dutch market. Its reported loan-to-deposit ratio stood at 117% on June 30,

2020 (114% when excluding net borrowings from the European Central Bank), somewhat better than usual

123%-125% seen for the past years given the deposit spike on the back of lack of consumer spending during

lockdowns. In the meantime, we estimate our stable funding ratio stood at an adequate 110% on the same date.

While reducing the size of its balance sheet over the past years, Rabobank has actively managed down its reliance on

wholesale funding, with a strategic objective to reach €150 billion of wholesale funding met since end-2018. Since

2012, Rabobank's issuances have been less than the total amount of amortizing debt instruments. The target funding

program for 2020 stands at a modest €12 billion-€15 billion. The recourse to the European Central Bank's targeted
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long-term refinancing operations increased in the first half of 2020 with the participation in TLTRO III, limiting further

the financing needs for 2020 and 2021.

Rabobank has been diversifying its funding profile, with the issuance of covered bonds since 2017, nonpreferred notes

since 2018, and alignment of green bonds framework in line with latest EU standards in 2019. Rabobank has reduced

its intragroup funding to its leasing subsidiary De Lage Landen in the U.S. We note that the bank has also been using

increasing collateralized lending to optimize its funding costs with €12.3 billion raised through covered bond program

and €4.3 billion of DLL asset-backed securities issued since 2017.

Rabobank's liquidity position has strengthened over the past few years. The bank maintains a surplus of liquid assets

well in excess of regulatory requirements. On June 30, 2020, it reported a high-quality-liquid-asset buffer of €101

billion (up from €77 billion six month before). A sizable portion of the liquidity buffer comprises deposits at central

banks and Dutch government bonds. Rabobank has been managing down the cash part of this buffer, with a higher

portion of bonds. We estimate our measure of broad liquid assets to short-term wholesale funding increased therefore

to 2x at mid-2020, but consider that it will come back to 1.5x-1.7x once the pandemic situation normalizes.

Chart 7
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Table 6

Cooperatieve Rabobank U.A.--Funding And Liquidity

--Year ended Dec. 31--

(%) 2020* 2019 2018 2017 2016

Core deposits/funding base 70.2 65.2 65.1 64.5 61.3

Customer loans (net)/customer deposits 116.5 124.7 123.7 123.2 125.7

Long-term funding ratio 89.9 87.9 88.1 88.2 84.6

Stable funding ratio 111.1 107.8 108.8 108.5 107.5

Short-term wholesale funding/funding base 10.8 13.0 12.8 12.6 16.3

Broad liquid assets/short-term wholesale funding (x) 2.0 1.6 1.7 1.8 1.6

Net broad liquid assets/short-term customer deposits 17.8 12.8 14.5 17.8 17.2

Short-term wholesale funding/total wholesale funding 35.5 36.7 35.9 35.0 41.3

Narrow liquid assets/3-month wholesale funding (x) 3.4 2.4 2.7 3.4 2.8

*Data as of June 30. Source: company financials.

Support: ALAC provides a cushion to senior creditors

In our view, Rabobank has high systemic importance in the Netherlands, given its significant market share in various

sectors including retail banking. We consider the Dutch resolution regime effective under our ALAC criteria because,

among other factors, we believe it contains a well-defined bail-in process under which authorities would permit

nonviable systemically important banks to continue critical functions as going concerns following a bail-in of eligible

liabilities.

Our ALAC calculation includes regulatory capital instruments that have defined principal write-down triggers. On this

basis, we estimate that the ALAC buffer was about 6.7% of adjusted risk-weighted assets at end-2019, mainly

comprising subordinated instruments, well above the 5% threshold for one notch of support. We note Rabobank's

publicly stated intention to comply with its minimum required eligible own funds and liabilities (MREL) requirement by

issuing, on top of its existing regulatory capital layers, nonpreferred senior (NPS) debt. The Dutch legal framework

introducing this instrument in the hierarchy of claims in liquidation (hence in resolution) was amended in December

2018. In anticipation, Rabobank launched its inaugural NPS in August 2018 and to date has issued €9.2 billion NPS. In

the meantime, we understand that Rabobank plans to optimize the balance between senior nonpreferred instruments

and Tier 2 capital instruments to comply with MREL, while maintaining a sizable layer of tier 2 instruments protecting

NPS holders. In total, it will likely result in a lower total regulatory capital, but a preserved loss absorption capacity for

senior bond holders. Tier 2 stock amounted to €15.7 billion at mid-2020, including the €1 billion instrument maturing

in November 2020.

In 2019, Rabobank received an updated binding MREL requirement of 9.64% of total liabilities and own funds, which

corresponds to 28.58% of its RWAs. Its estimated MREL buffer stood at 29.8% of RWAs as at mid-2020, excluding

eligible senior preferred instruments under its conservative policy.

Environmental, social, and governance We see ESG credit factors as broadly in line with those of peers, notably its

two direct Dutch competitors ABN AMRO and ING. Environmental factors, including climate change but also evolving

regulations and norms, are relevant for our credit analysis of Rabobank because it has a meaningful exposure to the

food and agriculture sector both domestically and internationally (€108 billion at mid-2020). The food and agriculture
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sector and its supply chain is sensitive to energy transition risks, but business prospects around safer and healthier

food and agri-production are bright. Rabobank's lending exposures to these businesses are well diversified by type and

geography but they also represent about one-third of the bank's defaulted credit exposures, which is among the highest

defaulted loans ratio. We believe climate change and the energy transition might pose an equal challenge and

opportunity for Rabobank. Therefore, the balance between risks and opportunities causes us to assess the impact of

environmental factors on Rabobank's credit quality as neutral. Social and governance factors are also credit-relevant as

they both could affect the bank's reputation, particularly given its cooperative status and deep local entrenchment in

the retail and SME sectors. The bank suffered from various misconduct cases in the past decade, resulting in litigation

costs, but none of these were material compared with Rabobank's size and earnings. Rabobank has taken steps to

strengthen its compliance, risk management, and controls. We consider, like for peers, that any recurrence of these

issues could become credit-relevant, bringing into question the robustness of the risk and control framework.

Resolution counterparty ratings (RCR)

We have assigned RCRs to Rabobank and as its New York and London branches, because we assess the resolution

regime to be effective in the Netherlands and consider that the bank is likely to be subject to a resolution that entails a

bail-in if it reaches nonviability. An RCR is a forward-looking opinion of the relative default risk of certain senior

liabilities that may be protected from default through an effective bail-in resolution process for the issuing financial

institution. We position the long-term RCR up to one notch above the long-term issuer credit rating (ICR) when the

ICR ranges from 'BBB-' to 'A+'.

Core and highly strategic subsidiaries

The 'A-1' short-term rating on Rabobank USA Financial Corp. reflects the core status of this subsidiary, acting as a

funding vehicle for the U.S. market.

We classify Rabobank New Zealand Ltd. (Rabobank NZ) as a highly strategic subsidiary. This reflects its integral role in

relation to the group-wide strategy, which emphasizes food and agriculture lending. Despite its relatively small size,

Rabobank NZ is part of a somewhat larger sub-regional group, also including Rabobank Australia. Beyond its strategic

focus, there is a high level of interconnectivity within the group, in our view, because it largely relies on intragroup

funding. Consequently, we include in our ratings on Rabobank NZ, the benefit of the group ALAC build-up. We

monitor progress made in refining Rabobank's resolution strategy. Any sign indicating that this subsidiary would likely

be set aside in a resolution scenario would trigger a revision of our current approach.

How we rate the instruments issued by Rabobank:

Chart 8
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Related Criteria

• General Criteria: Hybrid Capital: Methodology And Assumptions, July 1, 2019

• General Criteria: Group Rating Methodology, July 1, 2019

• Criteria | Financial Institutions | General: Methodology For Assigning Financial Institution Resolution Counterparty

Ratings, April 19, 2018

• Criteria | Financial Institutions | General: Risk-Adjusted Capital Framework Methodology, July 20, 2017

• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

• General Criteria: Guarantee Criteria, Oct. 21, 2016

• Criteria | Financial Institutions | Banks: Bank Rating Methodology And Assumptions: Additional Loss-Absorbing

Capacity, April 27, 2015

• General Criteria: Principles For Rating Debt Issues Based On Imputed Promises, Dec. 19, 2014

• Criteria | Financial Institutions | Banks: Quantitative Metrics For Rating Banks Globally: Methodology And

Assumptions, July 17, 2013

• Criteria | Financial Institutions | Banks: Banks: Rating Methodology And Assumptions, Nov. 9, 2011

• Criteria | Financial Institutions | Banks: Banking Industry Country Risk Assessment Methodology And
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Assumptions, Nov. 9, 2011

• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Related Research

• Banking Industry Country Risk Assessment: The Netherlands, July 23, 2020

• How COVID-19 Risks Prompted European Bank Rating Actions, April 29, 2020

• Cooperatieve Rabobank Outlook Revised To Negative On Constrained Earnings; Ratings Affirmed, April 23, 2020

• Negative Rating Actions Taken On Multiple Benelux Banks On Deepening COVID-19 Downside Risks, April 23,

2020

• Europe Braces For A Deeper Recession In 2020, April 20, 2020

• ESG Industry Report Card: EMEA Banks, Feb. 11, 2020

Anchor Matrix

Industry

Risk

Economic Risk

1 2 3 4 5 6 7 8 9 10

1 a a a- bbb+ bbb+ bbb - - - -

2 a a- a- bbb+ bbb bbb bbb- - - -

3 a- a- bbb+ bbb+ bbb bbb- bbb- bb+ - -

4 bbb+ bbb+ bbb+ bbb bbb bbb- bb+ bb bb -

5 bbb+ bbb bbb bbb bbb- bbb- bb+ bb bb- b+

6 bbb bbb bbb- bbb- bbb- bb+ bb bb bb- b+

7 - bbb- bbb- bb+ bb+ bb bb bb- b+ b+

8 - - bb+ bb bb bb bb- bb- b+ b

9 - - - bb bb- bb- b+ b+ b+ b

10 - - - - b+ b+ b+ b b b-

Ratings Detail (As Of September 11, 2020)*

Cooperatieve Rabobank U.A.

Issuer Credit Rating A+/Negative/A-1

Resolution Counterparty Rating AA-/--/A-1+

Commercial Paper

Foreign Currency A-1

Local Currency A+/A-1

Junior Subordinated BBB-

Senior Subordinated A-

Senior Unsecured A+

Senior Unsecured A-1

Short-Term Debt A-1

Subordinated BBB+
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Ratings Detail (As Of September 11, 2020)*(cont.)

Issuer Credit Ratings History

23-Apr-2020 A+/Negative/A-1

28-Jun-2019 A+/Stable/A-1

15-Sep-2017 A+/Positive/A-1

02-Dec-2015 A+/Stable/A-1

Sovereign Rating

Netherlands AAA/Stable/A-1+

Related Entities

Cooperatieve Rabobank U.A. (Australia Branch)

Commercial Paper

Local Currency A+/A-1

Senior Subordinated A-

Senior Unsecured A+

Senior Unsecured A-1

Short-Term Debt A-1

Subordinated BBB+

Cooperatieve Rabobank U.A. (New York Branch)

Issuer Credit Rating A+/Negative/A-1

Resolution Counterparty Rating AA-/--/A-1+

Senior Unsecured A+

Cooperatieve Rabobank U.A. (New Zealand Branch)

Commercial Paper

Local Currency A+/A-1

Senior Subordinated A-

Senior Unsecured A+

Senior Unsecured A-1

Cooperatieve Rabobank U.A. trading as Rabobank London

Issuer Credit Rating A+/Negative/A-1

Resolution Counterparty Rating AA-/--/A-1+

Commercial Paper

Local Currency A+/A-1

Rabobank New Zealand Ltd.

Issuer Credit Rating A/Negative/A-1

Rabobank USA Financial Corp.

Issuer Credit Rating --/--/A-1

Rabo Capital Securities Ltd.

Junior Subordinated BBB-

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable

across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.

Additional Contact:

Financial Institutions Ratings Europe; FIG_Europe@spglobal.com
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