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Research Update:
Banque Cantonale Vaudoise Outlook Revised

To Positive On Resilient Financials; 'AA-/A-1+'
Ratings Affirmed

Overview

 Switzerl and- based Banque Cantonal e Vaudoi se has i nproved core earni ngs
while reducing materially its market risk profile.

e W are revising the outlook to positive fromstable and affirm ng our
"AA-/ A-1+' ratings on BCV

 The positive outlook reflects our opinion that the inprovenent in the
bank's underlying financial profile nay be sustainable.

Rating Action

On Dec. 6, 2010, Standard & Poor's Ratings Services revised its outl ook on
Swi t zer | and- based Banque Cantonal e Vaudoi se (BCV) to positive fromstable. At
the sane tinme, we affirmed the ' AA-/A-1+ long- and short-termcounterparty
credit ratings on this entity.

Rationale

Qur long-termrating on BCV factors in two notches of support above the bank's
current stand-alone credit profile (SACP). This reflects inplicit support from
its main sharehol der, the Swi ss Canton of Vaud (AA+/ Stable/--), despite the
absence of a full statutory guarantee.

The second-| argest cantonal bank in the Swi ss Confederation (Swtzerl and;

AAA/ St abl e/ A-1+), BCV is a governnment-related entity (GRE) according to our
met hodol ogy. In our opinion, it maintains a "very strong” link with the Canton
of Vaud and plays a "very inportant” role in the | ocal economny, which is
reflected in its public policy role in the canton's econom c devel opnent. A

| aw passed in March 2010 stipulates that the canton will keep the absolute
majority of the capital in the bank. We believe it is very likely that the
canton woul d provide extraordi nary support to the bank in case of need, as it
did in the early 2000s.

BCV' s strong market position in the canton, satisfactory risk managenent, and
strong capitalization underpin the ratings. The bank's geographic
concentration in a mature and highly conpetitive regi onal market is bal anced
by its diversified profile of retail and commercial banking, including trade
fi nance and asset and weal th nanagenent.

BCV is | ess exposed than sonme peers to potential pressures on offshore

banki ng.

Standard & Poor’s | RatingsDirect on the Global Credit Portal | December 6, 2010



Research Update: Banque Cantonale Vaudoise Outlook Revised To Positive On Resilient Financials; 'AA-/A-1+'
Ratings Affirmed

BCV inproved its core earnings in 2009 and the first half of 2010. After
readjusting for extraordinary items--including the settlenent of the
l[itigation with the Swiss Federal Tax Administration for CHF34 nmillion in
2010--core earnings reached CHF154 million in the first semester, conpared
with CHF294 million for full-year 2009, and CHF213 million for full-year 2008
according to our calcul ations.

The cost of risk in 2009 and in the first half of 2010 renmi ned very | ow at
about 10 basis points. W believe that BCV' s adequate credit risk managenent
shoul d prevent provisioning needs fromincreasing sharply.

Mar ket risk has decreased significantly followi ng the bank's exit fromequity
derivatives proprietary trading at the end of 2009, and the division by four
of the seed-noney portfolio in the asset nanagenment business line in the past
two years. BCV' s tradi ng desks now focus mainly on client-driven business,
whet her that neans tradi ng forei gn exchange products for those who require
hedgi ng sol utions, offering and hedgi ng i n-house structured products, or
executing trades on bonds and equities for retail and institutional clients.

W view BCV' s liquidity position as strong, since it has an anpl e customer
deposit base that covered slightly nore than 100% of total custoner |oans by
m d-year 2010. Mreover, the bank denbnstrated a cauti ous approach to
liquidity during the crisis by maintaining a |arge cushion of cash at the
Swi ss central bank

Despite the bank's decision to give back CHF267 million to sharehol ders after
its 2009 results, we believe BCV' s capitalization renains robust. On Dec. 31
2009, it had a risk-adjusted capital (RAC) ratio, a Standard & Poor's
neasurenent, of 13.4% after diversification. W expect that the bank's

i ntended reduction of its equity base will only translate into a noderate
reduction in the bank's RAC rati o.

Outlook

The positive outlook reflects our opinion that BCV' s underlying financial
profile has inproved, notably on the back of its reduced market risk and
resilient earnings. It also factors in our belief that the bank's quality of
underwriting will remain satisfactory, despite its planned growh of the
residential real estate portfolio. Likewi se, we expect capitalization to
remain strong according to our RACratios. If these expectations naterialize,
we woul d revi se our assessment of the bank's SACP up by one notch. W would
then raise the long-termcounterparty credit rating on the bank by one notch
in accordance with our nethodol ogy for rating GREs.

On the other hand, we could revise the outlook to stable if we see a materi al

deterioration in capitalization, or if the current dynanmic increase in rea
estate exposures is acconpanied by a relaxing of underwiting criteria.
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Related Criteria And Research
* Risk-Adjusted Capital Franework For Financial Institutions, March 17,
2010
e« Enhanced Met hodol ogy And Assunptions For Rating Governnent-Rel at ed
Entities, June 29, 2009
Ratings List
Ratings Affirned; CreditWtch/Qutlook Action
To From
Banque Cantonal e Vaudoi se
Counterparty Credit Rating AA-/ Positivel A-1+ AA-/Stable/ A-1+
Certificate O Deposit AA- [ A- 1+ AA- [ A- 1+

Ratings List

Additional Contact:
Financial Institutions Ratings Europe;FIG_Europe@standardandpoors.com

Conmplete ratings information is available to RatingsDirect subscribers on the
A obal Credit Portal at ww. gl obal creditportal.comand RatingsDirect
subscribers at www. ratingsdirect.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) 495-783-4011.
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