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Research Update:
Banque Cantonale Vaudoise Long-Term Rating

Raised To 'AA' From '"AA-' On Bank Criteria
Change; Outlook Stable

Overview

e Following a review under Standard & Poor's revised bank criteria
(published on Nov. 9, 2011), we have raised our long-termrating on
Banque Cantonal e Vaudoise (BCV) to 'AA from'AA-'.

* W have affirmed the short-termrating at 'A-1+

e Qur ratings on BCV reflect its '"a" anchor as well as its adequate
busi ness position, strong capital and earnings, adequate risk position
average fundi ng, and adequate liquidity.

e W continue to regard BCV as a government-related entity and we believe
there is a "very high" likelihood of support fromthe Canton of Vaud in
case the bank experiences stress, and for that reason the ratings
i ncorporate two notches of uplift.

» The outlook is stable, reflecting our expectation that the bank's planned
growm h of its loan book will not jeopardize its strong capital and the
adequate liquidity position.

Rating Action

As previously announced on Dec. 5, 2011, Standard & Poor's Ratings Services

raised its long-termcounterparty credit rating on Banque Cantonal e Vaudoi se
(BCV) to "AA from'AA-', and affirmed the short-termrating at 'A-1+' . The

outl ook is stable.

Rationale

Standard & Poor's bases its issuer credit rating (ICR) on BCV on the 'a'
anchor and the conpany's "adequate" business position, "strong" capital and
ear ni ngs, "adequate" risk position, "average" funding, and "adequate"
liquidity, as our criteria define these terns. The stand-alone credit profile
(SACP) is '"a+'.

The "a' anchor draws on our Banking Industry Country Ri sk Assessnent (Bl CRA)
nmet hodol ogy and our view of the wei ghted average economic risk in the
countries in which BCV operates, based on the geographic distribution of its
exposures at default: Switzerland (85%, the European Union (10%, and others
(5% . The wei ghted average economic risk score for these territories is close
to 'l on a scale of 1-10 (1 is the lowest risk and 10 the highest),
reflecting the weight of Switzerland in BCV' s operations. The industry risk
assessment for BCV is based solely on its home market Switzerland. W view
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Switzerland as a highly diversified and conpetitive econony, benefiting from
anmong the highest GDP per capita in the world and very robust government
finances. W believe Switzerl and denonstrates a conservative risk and | ending
cul ture, which has acconpani ed recent noderate growh of house prices and | oan
portfolios. The Swi ss banking industry is supported by its sizable and very
stabl e custonmer deposit base. Pure donestic Swi ss banks have not | oosened
credit standards in recent years, thanks to sound earnings potential fromcore
products. W consider regulatory standards to be nore stringent than in other
devel oped countries.

We regard BCVs' business position as "adequate." Wth total assets of Sw ss
franc (CHF) 37.6 billion as of end-June 2011, the bank is the second-I argest
Swi ss cantonal bank. It has about a 33% market share (for retail banking and
smal | and nmidsize enterprises) in the canton of Vaud, which is one of the
richest and fastest-growing cantons in Switzerland. Wth CHF75.3 billion of
assets under managenment at end- Septenber 2011 and CHF600 nillion of net new
money in the first three quarters of 2011, the bank al so has a good franchise
in asset managenent. On top of the traditional activities of a Swiss cantona
bank, the bank has a structured products business and is one of the nmain

pl ayers in French-speaking Switzerland for transaction-based commpdities trade
finance. W view BCV' s nmanagenent team as very skilled but probably nore
"aggressive," notably inits willingness to create sharehol der's val ue, than
for a traditional Sw ss cantonal bank

We view BCV' s capital and earnings as "strong" overall. Quality of capital is
hi gh, as the bank has issued no hybrids. Core earnings have represented about
95% of total revenues since 2009. Revenues before this date were inflated by
reversals on | oan-1oss provisions recorded at the begi nning of the 2000s.
Profitability adjusted for risk is strong with, a three-year average earnings
buf fer around 160 basis points, according to our nethodol ogy. W expect the
ri sk-adjusted capital (RAC) ratio before diversification adjustnents to
decrease slightly in the next 18 nonths to in the 13% 14% range, given the

pl anned growt h of exposures (notably in residential nortgages) and
managenment's intention to gradually reduce the equity base through very high
payout rati os.

Qur risk position assessnent for BCV is "adequate." Qur view bal ances the
bank's hi gh exposure to regional real estate markets--with nortgage | oans up
7% at end- Sept enber 2011 since the beginning of the year--with its good track
record of low credit risk losses (less than 10 basis points since 2009). BCV
is the only cantonal bank to have been approved by the Swiss regulator for
Basel Il's internal ratings-based approach (for regul atory purposes). This
reflects the quality of BCV' s credit risk managerment, in our view Mrket risk
has decreased significantly following the exit of equity derivatives
proprietary trading at the end of 2009 and a fourfold decline of the
seed-noney portfolio in the asset managenent business in the past two years.
In our opinion, BCV's nost risky positions include trade finance exposures
(about CHF1.7 billion at end-June 2011), which have represented close to half
of total provisioning needs over the past three years.
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We regard both BCV's funding as "average" and its liquidity as "adequate." BCV
benefits froman anpl e custoner deposit base with a | oan-to-deposit ratio of
109% at end-June 2011 according to our calculations and in line with that of
Swi ss cantonal bank peers. Covered bonds provide a conplenmentary source of
funding for BCV, at about 13% of total funding needs. The bank maintains a
high liquidity ratio under the strict norns established by Swi ss regul ators.
W understand that managenent intends to partly fund the expected growth in
the | oan book by drawing on its excess liquidity. However, we believe that BCV
will still maintain an "adequate" liquidity position

We continue to view BCV as a governnment-related entity (GRE) according to
Standard & Poor's met hodol ogy. I n accordance with our criteria for GREs, we
believe that there is a "very high" likelihood that the Swi ss Canton of Vaud
(AA+/ Positivel/--) would provide tinely and sufficient extraordi nary support to
BCV in the event of financial distress, as it did in the early 2000s. This is
based on our assessnment of BCV s
e "Very inportant™ role in the local econony, reflecting the public policy
role in the canton's econonic devel opnent and because a default could
danage the canton's reputation.
e "Very strong" link with the canton. A | aw passed in March 2010 stipul ates
that the canton will keep the majority of the capital in the bank
Contrary to sone other Swi ss cantonal banks, though, BCV does not benefit
fromthe canton's statutory guarantee.
G ven the GRE status, the ICRis two notches higher than the SACP

Outlook

The stable outlook reflects our belief that BCV will continue to benefit from
the inplicit support of the canton of Vaud, despite the absence of a ful
guarantee. W expect the bank's 2011 results to be slightly lower than in
2010, partly because a strong Swiss franc has been putting pressure on fees
and comi ssions, and al so because of flat net interest incone despite the
growmh in the | oan book. (This is because the net interest margin is
constrained on the liability side by the near-zero interest rate environnent
in Switzerland). The stable outlook also factors in our expectation that the

pl anned growt h of the | oan book will not jeopardize the bank's "strong"
capital and "adequate" liquidity position. It also reflects our belief that
ri sk managenment at the subsidiary Piguet Galland & CGie will be aligned to

strict standards for the parent.

G ven our GRE nethodol ogy, a one-notch upgrade or downgrade of the canton
woul d have no effect on the ICR of BCV, all other things being equal

W will lower the ICRiIf we see a significant weakening in the risk profile.
This coul d occur because of a dynamic increase in real estate exposure,
acconpani ed by a relaxation of underwiting criteria, or because of
substantial growh in the bank's exposure to trade finance. This could al so
occur should real estate prices in the canton grow at an unsust ai nabl e pace.
An upgrade is unlikely at this stage, in our view
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Ratings Score Snapshot

| ssuer Credit Rating AA
SACP a+
Anchor a
Busi ness Position Adequat e (0)
Capital and Earnings Strong (+1)
Ri sk Position Adequat e (0)
Fundi ng and Liquidity Aver age and Adequate (0)
Suppor t 2
GRE Support 2
G oup Support 0
Sover ei gn Support 0

Addi ti onal Factors 0

Related Criteria And Research

* 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 Rating Governnent-Related Entities: Methodol ogy And Assunptions, Dec. 9,
2010

Ratings List
Upgr aded; CreditWatch/ Qutl ook Action; Ratings Affirnmed

To From
Banque Cantonal e Vaudoi se
Counterparty Credit Rating AA/ St abl e/ A- 1+ AA-/ Positivel A-1+
Certificate O Deposit AA/ A- 1+ AA- [ A- 1+

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 obal creditportal.com All 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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