» @ STANDARD & POOR’S
a RATINGS SERVICES

McGRAW HILL FINANCIAL

RatingsDirect’

Various Ratings Actions On Swiss Banking Groups
On Rising Economic Imbalances

Primary Credit Analysts:
Dirk Heise, Frankfurt (49) 69-33-999-163; dirk heise@standardandpoors.com
Salla von Steinaecker, Frankfurt +496933999164; salla.vonsteinaecker@standardandpoors.com

Secondary Contacts:

Nicolas W Hengstebeck, Frankfurt (49) 69-33-999-167; nicolas.hengstebeck@standardandpoors.com
Constance Hauville, Paris (33) 1-4420-6749; constance.hauville@standardandpoors.com

Francois Moneger, Paris (33) 1-4420-6688; francois.moneger@standardandpoors.com

Sylvie Dalmaz, PhD, Paris (33) 1-4420-6682; sylvie.dalmaz@standardandpoors.com

Sean Cotten, Stockholm (46) 8-440-5928; sean.cotten@standardandpoors.com

Giles Edwards, London (44) 20-7176-7014; giles.edwards@standardandpoors.com

Markus W Schmaus, Frankfurt (49) 69-33-999-155; markus.schmaus@standardandpoors.com

* W believe economic risk in Switzerland' s banking sector has increased
increnentally, owing to the cunmulative increase in Swi ss house prices
over the past several years.

e In our view, this has led to rising econonic inbal ances, which, although
still lTowin a global context, have also | ed to macroprudenti al neasures
by the central bank to rein in robust growth in nortgage indebtedness.

e W are revising our banking industry country risk assessnent (Bl CRA) on
Switzerland to '2' from'1l due to our assessment of rising economnic
risk, although we now consider the economic risk trend to be stable.

« W are lowering our counterparty credit ratings on six domestic Sw ss
banks, and affirm ng our ratings on various other Sw ss financial
institutions.

FRANKFURT (Standard & Poor's) Dec. 1, 2014--Standard & Poor's Ratings Services
today | owered by one notch its long-termcounterparty credit ratings on six
Swi t zer | and- based banks:

* Aar gaui sche Kant onal bank;

» Basel | andschaftliche Kantonal bank;

 Graubuendner Kant onal bank;
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* Luzerner Kantonal bank;
* Mgros Bank; and
« Schwyzer Kant onal bank.

The outl ook on the long-termratings on all six banks is stable.

At the sane time, we affirmed all ratings on the following Sw ss financial
institutions:

e Bank J.Safra Sarasin Ltd.;

» Bank Vontobel AG and Vontobel Hol di ng AG

e Banque Cantonal e de Geneve;

» Banque Cantonal e Vaudoi se;

» Basl er Kant onal bank;

 Cenbra Money Bank AG

* Credit Suisse AG and Credit Suisse G oup AG

» PostFinance AG and its parent conpany Di e Schwei zeri sche Post AG
« UBS AG and

e Zuercher Kant onal bank.

The vari ous outl ooks on these banks are al so unchanged.

For a full list of the counterparty credit ratings and outl ooks on all banks
see "RATINGS LI ST" bel ow.

The rating actions reflect our view that economic risk in the Swi ss banking
sector has risen continuously, although this risk remains lowin a global
context. W consider that the strong cunulative growh in residential

real -estate prices and donmestic lending in Switzerland over the past several
years, particularly nortgage | ending, represents an increnental risk for those
Swi ss banks that have mainly donmestic operations and | arge exposures to the
Swi ss real estate market. Although we recogni ze that house price rises have

sl owed sonewhat since the beginning of 2014, they remain historically high.

G ven that domestically oriented Swi ss banks have significant residential real
estate | oan exposures of up to 90% of total bank |oans, a currently unexpected
deterioration in house prices could | ead to higher |oan | osses, in our view
However, in our base case, we see a low risk of a sharp correction in property
prices. W have now revi sed our overall assessnment of Swi ss banks' economc
risk to '2'--on a scale of 1 (lowest risk) to 10 (highest risk)--to reflect
this. This is anpong the best scores of the 85 banking systens we assess

gl obal | y.

W now assess the econonmic risk trend in the Swiss banking industry as stable
conpared with negative previously, indicating that we see a strong |ikelihood
that economic risk for Swi ss banks will remain unchanged over the next six
nmonths to two years. This reflects our view that ongoing efforts by the
central bank and Swiss regulators to rein in nortgage debt using

macr oprudenti al and self-regul atory neasures will prevent further growh in
i mhal ances.
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Qur assessnent of increased economic risk has led us to revise down the
anchor, the starting point for a rating, for Swi ss banks with mainly donmestic
operations to 'a-' from'a', based on their respective business or |oan

di stribution. The inpact of this change on our individual bank ratings and
out | ooks varies dependi ng on our assessment of factors underpi nning banks
stand-al one credit profiles and external support considerations.

DOWNGRADES
Qur downgrade of the ratings on six Swi ss banks reflects the foll ow ng
i ndi vi dual reasons:

Aar gaui sche Kant onal bank, Basell andschaftliche Kantonal bank, G aubuendner

Kant onal bank, Luzerner Kantonal bank, and Schwyzer Kant onal bank

Qur one-notch downgrade of the long-termcounterparty credit ratings on these
five banks reflects that they are domestic-oriented Swi ss banks with
significant residential real estate | oan exposures. They are therefore exposed
to increased risks in a scenario of a house price correction that could | ead
to higher |l oan | osses and weakeni ng asset quality. W have therefore revised
down our assessnent of their respective stand-alone credit profiles (SACP) to
"at+' from'aa-'. W continue to factor into the ratings two to three notches
of uplift fromtheir respective SACPs, reflecting our unchanged vi ew t hat

t hese banks benefit from being governnent-related entities (GRE). W consider
that there is an "extrenely high" likelihood that the respective cantons woul d
provide future timely and sufficient extraordi nary support to the respective
banks in the event of financial distress. However, the | ower SACPs on these
banks no | onger warrant an equalization with the ratings on their respective
maj ority-owner cantons. W al so | owered the subordi nated debt rating on
Luzerner Kantonal bank to 'A-' from'A', as we derive the rating fromthe
bank' s SACP

The stable outlooks on all these cantonal banks reflect our view that their
capital and earnings sufficiently buffer potential donmestic financial risks.
Furthernore, it incorporates our expectation of the continued |ikelihood of
support fromtheir respective owners and guarantors, if needed. W woul d
consider lowering the ratings on these banks if we saw a pronounced
deterioration in their stand-al one creditworthiness, although we currently
view this as highly unlikely. Even in this very renbte case, the ratings would
be supported by an "extrenely high" l|ikelihood of support, in our view. W are
unlikely to raise the ratings in the next 12-24 nonths. However, all else
remai ni ng equal, we could raise the ratings on Basellandschaftliche,
Graubuendner, and Luzerner Kantonal banks if we raised our ratings on the
respecti ve cantons.

M gr os Bank

We | owered the long- and short-termcounterparty credit ratings. The outl ook
is now stable. Mgros Bank has significant residential real estate |oan
exposure. It is therefore exposed to increased risks in a potential scenario
of a house-price correction, which could I ead to higher |oan | osses. W
continue to assess the bank's risk position as weaker than nbst of its peers.
To secure its price-leading position in the Swiss nortgage | endi ng nmarket,
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M gros Bank applies somewhat | ower m ni num standards when granting nortgage
loans and its risk managenment capabilities are conparably | ess advanced than
peers, which leads to a slightly weaker asset quality in conparison. W have
revi sed down our assessnent of Mgros Bank's SACP to 'a-' from'a'. W
continue to factor no uplift fromits SACP into the issuer credit rating. The
stabl e outl ook on Mgros Bank refl ects our belief that the bank will naintain
its risk and financial profiles, benefiting fromits current capitalization
funding profile, and asset quality.

AFFI RVATI ONS
Qur affirmations of the ratings on 11 Swiss financial institutions reflect the
fol |l owi ng individual reasons/bank-specific factors:

Zuer cher Kant onal bank (ZKB)

The affirmation reflects that, while the ratings on ZKB are affected by the

| ower anchor for Swi ss banks, this was offset by our revised view of ZKB's
busi ness position as "strong" from "adequate". This reflects our view that
ZKB's diversification and operational stability are greater than donmestic bank
peers, especially the snaller regionally concentrated cantonal banks.

Mor eover, ZKB acts as a product and service provider for the group of cantona
banks not |east through its key role in syndicate lending. Finally, it

di splays by far the | argest market shares anong the group of cantonal banks in
both deposit taking and | endi ng business in Switzerland. The negative outl ook
mainly reflects continued | egal and financial risk due to possible prosecution
by the U.S. tax authorities due to the bank's acceptance of undeclared funds
fromU S clients.

Banque Cantonal e de Genéve (BCGe)

The affirmati on of our ratings on BCGe reflects that, despite our revised view
on Swi ss econom ¢ risk, the anchor is unchanged at 'a- This is because a

| arge share of the bank's operations is in countries outside Switzerland,

i ncludi ng France, for which our assessment of economic risk is greater than
for Switzerland. The stable outl ook reflects our view that the Sw ss bank
resolution regine is unlikely to constrain the Republic and Canton of Geneva
fromproviding tinmely support to BGCe. The outl ook al so takes into account
that the durability and the strength of the links between the canton and the
bank are expected to be stable, while BGCe should grow noderately and its
assets performin line with peers.

Banque Cantonal e Vaudoi se (BCV)

The affirmati on on BCV reflects that, although we have revised down the anchor
on the bank to "a-' and the SACP to 'a', this is offset by one additiona
notch of uplift for government support given our 'AAA rating on the Canton of
Vaud. The stable outl ook reflects our view that the Swiss bank resol ution
regine is unlikely to constrain the cantonal governnent fromproviding tinely
support to BCV. Even if BCV' s credit quality weakened, |eading us to revise
our SACP assessnent downward by one notch, we would not |ower the long-term
rating, all else being equal. This is because, according to our criteria, a
downward revision of the SACP by | ess than two notches would be offset by an
addi tional notch of uplift for extraordinary governnent support, given our
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"AAA'" rating on the Canton of Vaud.

Basl er Kant onal bank ( BKB)

The affirnmation on BKB reflects that the | owering of the anchor to 'a-' and
the SACP to 'a' does not affect the issuer credit rating, as this is offset by
one additional notch of uplift for governnent support fromthe Canton of

Basel -City. The outl ook on BKB is stable, reflecting our view that BKB' s
capital and earnings will sufficiently buffer potential fines stenmmng from
potential |egal prosecution by the U S. tax authorities due to acceptance of
undecl ared funds fromU. S. clients. It also reflects that the bank is
continuing to inprove its risk managenent systens. W assess the |ikelihood of
support fromthe Canton of Basel-City in case of need as extrenely high, and
we see no evidence that the ability and willingness of the canton to provide
timely support wll change.

Di e Schwei zeri sche Post AG (DSP) and Post Fi nance AG

The affirmati on of the ratings on PostFinance and its parent DSP reflects that
these institutions are not exposed to the Swiss housing narket due to |ega
restrictions on PostFinance to extend |oans. The 'a-' anchor of PostFi nance
and DSP already reflects the bl ended economic risk in countries PostFinance is
exposed to through its large investnent portfolio. The stable outl ook on DSP
and its subsidiary PostFinance mrrors that on their ultimte owner, the Sw ss
Confederation. It also reflects our expectation that the Swiss Post group's
very close links to the state, its ownership, and its mandate to provi de key
public services will not change in the foreseeable future.

UBS AG and Credit Suisse AG

The affirmati on of our ratings on UBS and Credit Suisse reflect that, despite
our revised view on Swi ss econom c risk, the banks' donestic househol d
exposure remains a lowrisk segnment relative to their overall risk profiles.
Therefore, the anchor on these banks, based on bl ended econonmic risk in their
exposures, is unchanged at 'a- The negative outl ooks on UBS and Credit

Sui sse reflect that we could lower the ratings on these groups' operating
conpani es and, where rel evant, non-operating hol di ng conmpani es (NOHCs) by
year-end 2015 if we believe there is a greater |ikelihood that senior
unsecured creditors may incur losses if the group fails. In the case of Credit
Sui sse Group, which is a NOHC, we nmay accelerate this timng if we see a
hei ght ened risk of regulatory intervention for its senior creditors conpared
with those of its operating comnpanies.

Bank Vont obel and J. Safra Sarasin G oup

We are affirming the ratings on Bank Vontobel and J. Safra Sarasin G oup
because they are not sensitive to inbalances in the Swm ss housing market, in
our view. J.Safra Sarasin Group has only Iimted exposure to the donestic
housi ng market and Bank Vontobel has none. The | ower anchor of 'a-' for
donestically-oriented Swi ss banks is offset by our revised view of these
banks' risk positions, leading to an affirmati on of their SACP and rati ngs.
The negative outlook on J. Safra Sarasin G oup reflects potential risks

i nherent to its investnment portfolio, notably its exposure to some energing
mar kets, which could potentially negatively affect the bank's capital or risk
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positions should they materialize. The negative outl ook on Bank Vontobel
reflects in particular our viewthat we may |ower our ratings if we believed

t he bank woul d not post and mmintain a risk-adjusted capital (RAC) ratio above
the 10% t hreshol d over the next two years.

Cenbra Money Bank AG

The affirmation reflects that, despite the one-notch | ower anchor of 'a-
Cenbra is not directly affected by devel opnents in Swiss real estate markets
because it does not grant donestic nortgage | oans. W consider Cenbra's risk
position to be "adequate" and that its risk netrics conpare favorably to
consuner finance peers in other European jurisdictions with sinilar economc
ri sk assessments. The outl ook on Cenbra is negative, reflecting execution
risks linked to Cenbra's funding strategy over the next 24 nonths.

Bl CRA SCORE SNAPSHOT*

Swit zerl and To From

Bl CRA Group 2 1

Econoni ¢ ri sk 2 1

Econonic resilience Very | ow risk Very |low risk
Econoni ¢ i mbal ances Low ri sk Very low risk
Credit risk in the econony Low ri sk Low ri sk
Trend St abl e Negati ve

I ndustry risk 2 2
Institutional framework Low ri sk Low ri sk
Conpetitive dynam cs Low ri sk Low ri sk

Syst emwi de fundi ng Low ri sk Low ri sk
Trend St abl e St abl e

*Banki ng I ndustry Country Ri sk Assessnment (Bl CRA) econonic risk and industry
risk scores are on a scale from1l (lowest risk) to 10 (highest risk). For nore
details on our BICRA scores on banking industries across the gl obe, please see
"Banki ng Industry Country Ri sk Assessnent Update," published monthly on

Rati ngsDi rect.

RELATED CRI TERI A AND RESEARCH

Rel ated Criteria

 Bank Hybrid Capital And Nondeferrabl e Subordi nated Debt Methodol ogy And
Assunptions, Sept. 18, 2014

e Group Rating Methodol ogy, Nov. 19, 2013

 Revised Market Ri sk Charges For Banks In Qur Risk-Adjusted Capital
Framewor k, June 22, 2012

e Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011

e Banking Industry Country Ri sk Assessnent Methodol ogy And Assunpti ons,
Nov. 9, 2011

e« Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010

* Use O CreditWatch And CQutl ooks, Sept. 14, 2009

e Rating Governnent-Related Entities: Methodol ogy And Assunptions, Dec. 9,
2010
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Rel at ed Research

* Banking Industry Country Ri sk Assessnment Update, Nov. 3, 2014
* Qutl ook On Nine Swiss Banks To Negative On Exposure To Rising Property
Prices; Ratings On All Swi ss Banks Affirnmed, July 3, 2012

RATI NGS LI ST

Al ratings refer to counterparty credit

Rati ngs Lowered
To
Aar gaui sche Kant onal bank

G aubuendner Kant onal bank
Luzer ner Kant onal bank

M gros Bank

Schwyzer Kant onal bank

Rati ngs Affirned
Bank J. Safra Sarasin Ltd
Bank Vontobel AG

Vont obel Hol di ng AG
Banque Cantonal e de Geneve
Banque Cantonal e Vaudoi se
Basl er Kant onal bank
Cenbra Money Bank AG
Credit Suisse AG

Credit Suisse Goup AG

Di e Schwei zeri sche Post AG and Post Fi nance AG

UBS AG
Zuer cher Kant onal bank

AA+/ St abl e/ A- 1+
Basel | andschaftli che Kantonal bank AA/ Stabl e/ A-1+
AA/ St abl e/ A- 1+
AA/ St abl e/ A- 1+
A-/ St abl e/ A- 2
AA+/ St abl e/ A- 1+

ratings

From

AAA/ Negat i vel A- 1+
AA+/ Negative/ A- 1+
AA+/ Negativel A- 1+
AA+/ Negativel A- 1+
Al Negativel/ A-1
AAA/ Negat i vel A- 1+

Al Negativel/ A-1
Al Negativel/ A- 1
A-/ Negativel A-2
A+/ St abl e/ A-1
AA/ St abl e/ A- 1+
AA/ St abl e/ A-1+
A-/ Negativel A-2
Al Negativel/ A-1
A-/ Negative/ - -
AA+/ St abl e/ A- 1+
Al Negativel/ A-1
AAA/ Negat i vel A- 1+

NB: This list does not include all ratings affected.

Additional Contact:

Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com

Conpl ete ratings information is avail able to subscribers of RatingsDirect at
www. gl obal credi tportal.com and at spcapitaliqg.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
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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