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Research Update:

Netherlands-Based Cooperatieve Rabobank
Affirmed At 'A+/A-1' On Balance Sheet
Optimization; Outlook Stable

Overview

« W believe Cooperatieve Rabobank's ongoi ng bal ance-sheet optim zation
strategy will bolster our capital measure for the bank in the next 18 to
24 nont hs.

» The strategy entails medi umterm bal ance-sheet downsi zing and a refocus
on core banking activities in the Netherlands, and the financing of the
food and agricul ture business globally, where Rabobank is a market | eader

W are affirmng our 'A+/ A-1'" ratings on Rabobank

» The stable outlook reflects our expectation that Rabobank's capita
position will continue to strengthen and its earnings will remain
resilient over the next 18-24 nonths as it follows its optimzation plan

Rating Action

On Nov. 10, 2016, S&P d obal Ratings affirned its 'A+/ A-1" |long- and
short-termcounterparty credit ratings on Netherlands-based Cooperatieve
Rabobank U. A. The outl ook is stable.

At the same time, we have affirmed our issue ratings on the bank's
subordi nated and hybrid capital instrunments.

Rationale

The affirmati on stens from our view that Rabobank will continue to inplenment
its mediumterm strategi c plan announced in Decenber |ast year. This strategy
is intended to inprove efficiency, help the bank adapt to changi ng consuner
behavi or, and through active bal ance-sheet managenent and ear ni ngs

i mprovenent, lead to stronger regulatory capital ratios. One of the goals of
this strategy is to prepare for potential changes in regulatory requirenents,
ranging fromthe reform of Basel risk weights for the calculation of capita
adequacy to the creation of additional buffers, |ike the m nimumrequirenent
for own funds and eligible liabilities (MREL). This is a challenge faced by
the banking industry at large, and is particularly acute for Dutch banks
because of country-specific characteristics, notably higher average loan to
value (LTV) ratios than peers' in their nortgage |oan portfolios. O her credit
factors mtigate the relatively high LTVs, but any drastic revision of Base

ri sk weights on nortgage loans in relation to LTV | evel s woul d put pressure on
Dut ch banks' conpliance with current regul atory requirenents (see "Regul atory
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Uncertai nty Shapes Dutch Banks' Capital Position," published Sept. 23, 2016,
on RatingsDirect).

Thi s year Rabobank has been contenplating certain neasures in anticipation of
regul atory changes. These include a reduction of its risk-weighted assets,
translating into a bal ance-sheet reduction of up to €150 billion by 2020
conpared with its total asset size of €680 billion at year-end 2014. Because
the scope and timng of the regulatory refornms are uncertain, we expect these
neasures will be adapted, as needed. In any case, we understand that
Rabobank's proactive restructuring, along with earnings retention and the

i ssuance of capital instrunents, ainms at naintaining a conmon equity Tier 1
ratio of at least 14% and a total capital ratio of at |east 25% by 2020 under
the potential regulatory change. These ratios stood at 13.4% and 23.5%
respectively as of June 30, 2016.

We believe that, given managenent's commitnent to execute its bal ance-sheet
optim zation strategy, our risk-adjusted capital (RAC) ratio for the bank wll
strengt hen over the next 18 to 24 nonths. This ratio stood at 8.8% at year-end
2015, and we believe that it will be sustainably above 10% at the end of our
forecast horizon and likely continue to inprove. The nmain assunptions
supporting our forecast are:

e Areduction of our risk-weighted assets figure for Rabobank by 3% 4% per
year, in line with the bank's bal ance-sheet optin zation program

* Resilient operating revenues of €11.5 billion-€12 billion annually,
despite the snaller bal ance sheet and repricing of assets in a
lowinterest-rate environnment, reflecting Rabobank's ability to adjust
its funding cost, stabilize interest revenues, and generate nore fees and
conmi ssions, thanks to its solid donmestic retail and specialized gl oba
food and agricul ture business franchi se.

e Contained cost of risk of 20 basis points (bps) to 25bps per annum on
average, and inproving efficiency, with the cost-to-incone ratio trending
toward 55% foll owi ng pl anned reduction of the bank's workforce of about
12,000 full-tinme equivalent (FTE) by year-end 2018, from 52,000 FTE at
year-end 2015.

* Resilient core earnings at around €2 billion per year, with linted
di stributions, reflecting Rabobank's cooperative structure.

e Continued issuance of capital instruments to replace additional Tier 1
(AT1) instrunents that do not nmeet Capital Requirements Directive (CRD)
IV standards. In April 2016, Rabobank issued a €1.25 billion AT1
instrunment that contributed to the replacenment of non-CRD |V conpliant
i nstruments.

Because we expect that Rabobank's capital position will strengthen, we have
revi sed our assessnent of its capital and earnings to strong from adequate.

As Rabobank executes its bal ance-sheet optim zation strategy and refocuses on
core activities, such as banking services for Dutch retail and small and

nm dsi ze enterprises clients, and the global food and agriculture sector, we
believe its business profile better conpares with that of large internationa
banki ng peers. Consequently, we have revised our view of Rabobank's business
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position to strong fromvery strong. The bank's key donestic peers are I NG
Bank N. V., which is nore diverse geographically but has a smaller donestic

mar ket share; and ABN AMRO Bank N. V., another |eading donmestic bank. O her
peers operating in countries with simlar industry risk as the Netherlands are
| eadi ng pl ayers, like large French banks, especially those with cooperative
status (Crédit Agricole, BPCE, Crédit Mutuel, and Soci été Générale), as well
as KBC Group, Danske Bank, LIoyds Banking Group, and Nordea. Many peers
benefit froma solid franchise in nore than one country or business sector

Conmbi ned, the revision of our business position and capital and earnings
assessnments has no i npact on Rabobank's 'a' unsupported group credit profile.
W al so consider that Rabobank will maintain a sizable buffer of additiona

| oss-absorbi ng capacity, well above the required threshold of 5% of the S&P

d obal Ratings risk-weighted assets figure for the bank. W estinate that this
buffer will stand in the 6.25% 6. 75% range by year-end 2018.

Outlook

The stable outlook reflects our expectation that Rabobank's capital position
will continue to strengthen as it executes its nediumterm optimn zation
strategy to adapt to low interest rates and regul atory chal |l enges. W al so
expect Rabobank's earnings will remain resilient over the next 18-24 nonths as
t he bank works through a variety of changes to its donestic and internationa
operations.

We could I ower our ratings if, contrary to our expectations, the RACratio did
not remmi n sustainably above 10% especially if regulatory incentives to
continue building core capital were | ower than anticipated or if the pace of
bal ance-sheet optimnization slowed significantly.

At this time, given that Rabobank is undergoing a period of change, we

consi der an upgrade to be unlikely. W could raise our ratings if the bank's
transformation resulted in a stronger risk profile, with supportive
risk-diversification nmetrics by sector and geography, and better |oss

experi ence than peers.

Ratings Score Snapshot

To From

| ssuer Credit Rating A+/ Stabl e/ A-1 A+/ Stabl e/ A-1

SACP a a

Anchor bbb+ bbb+

Busi ness Position Strong (+1) Very strong (+2)

Capital and Earnings Strong (+1) Adequat e (0)

Ri sk Position Adequat e (0) Adequat e (0)

Fundi ng and Average and (0) Average and (0)
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Liquidity Adequat e Adequat e
Suppor t +1 +1

ALAC Support +1 +1

GRE Support 0 0

G oup Support 0 0
Sover ei gn Support 0 0

Addi ti onal Factors 0 0
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A+/ St abl e/ - -

rati ngs affected.

Financial Institutions Ratings Europe; FIG_Europe@spglobal.com

Certain terms used in this report,
express our view on rating relevant factors,

Optimization; Outlook Stable

particularly certain adjectives used to
have specific meani ngs ascri bed

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 available 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
one of the follow ng S& d obal

inthe left colum. Alternatively,
Rati ngs nunbers: Cient Support

(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt

St ockhol m (46) 8-440-5914;

WWW.STANDARDANDPOORS.COM

Eur ope (44) 20-7176-7176; London Press Ofice
(49) 69-33-999-225;
Moscow 7 (495) 783-40009.
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