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Research Update:

Switzerland-Based Banque Cantonale Vaudoise
Affirmed At 'AA/A-1+' Following Government
Support Review; Outlook Stable

Overview

* W consider that Switzerland' s bank resolution regine will not affect our
view of a very high likelihood of extraordinary government support for
Banque Cantonal e Vaudoi se.

« W are affirnming our ' AA/A-1+ counterparty credit ratings on Banque
Cant onal e Vaudoi se.

» The stable outlook reflects our view that the |ikelihood of extraordinary
governnent support for the bank is unlikely to weaken over the next two
years.

Rating Action

As previously announced on April 29, 2014, Standard & Poor's Ratings Services
affirmed its ' AAJA-1+ long- and short-termcounterparty credit ratings on
Swi t zer | and- based Banque Cantonal e Vaudoi se (BCV). The outl ook remains stable.

Rationale

The affirmation foll ows the conpletion of our review of potenti al

extraordi nary governnent support for European banks (see "Standard & Poor's To
Revi ew Gover nnent Support In European Bank Ratings," published March 4, 2014,
on RatingsDirect). W observe that the Swiss authorities have taken steps to
require creditors rather than taxpayers to bear the burden of the costs of a
bank failure (see "Standard & Poor's Takes Various Rating Actions On European
Banks Fol | owi ng Gover nment Support Review, " published on April 29, 2014).
However, we don't expect these changes to constrain the cantonal government's
willingness and ability to provide extraordi nary support to BCV

The Swi ss Canton of Vaud currently owns 67% of BCV. Moreover, a |l aw passed in
March 2010 stipul ates that the canton nmust keep an absolute najority

sharehol ding in the bank. Unlike sone other Swi ss cantonal banks, BCV does not
benefit froma statutory guarantee from Vaud. However, we classify BCV as a
government-related entity, reflecting its role in Vaud's econony, its mgjor

| ocal franchise, capital structure, and |legal status as a cantonal bank. W
consi der BCV to have a "very strong" link with the canton and a "very
important” role, reflecting its public policy role in the canton's economc
devel opnent and that a default coul d danmage the canton's reputation. As a
result, we see a "very high" likelihood that Vaud woul d provide extraordinary
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support to BCV if needed. In line with our criteria, the long-termrating on
BCV is therefore two notches higher than its stand-alone credit profile
(SACP), which is at 'a+'.

Wth effect from Novenber 2012, the Swi ss Bank Recovery and Resol ution Regine
(" Bankeni nsol venzver ordnung") has given the authorities w de-ranging powers to
deal with a failing institution, including to bail-in senior unsecured
creditors. Oficial statenents, such the Financial Market Supervisory
Authority's position paper of August 2013, suggest to us that the authorities
will use these powers where doing so would not risk the financial systens
stability. That said, we see privately owned banks as the primary focus of

t hese new rul es.

By contrast, we perceive no strong intent from Swi ss | amrakers to constrain
cantons in their support of already publicly owned institutions. Therefore, in
our view, the Swiss bank resolution reginme would not restrict a cantona
government from granting such support.

W observe that, so far, Vaud has been a proactive and supportive owner, which
we expect will continue. For exanple, the canton injected fresh capital into
BCV in the early 2000s after the bank incurred |arge | osses. Consequently, we
don't believe the bank resolution regi ne woul d meani ngfully hinder the

canton's willingness and ability to provide extraordi nary support to BCV
However, we will keep developnments in this area under review.
Outlook

The stable outlook reflects our current view that the Swi ss bank resol ution
regime is unlikely to constrain the cantonal government fromproviding tinely
support to BCV. Even if BCV' s credit quality weakened, such that we revised
our SACP assessnent downward by two notches, we would not |ower the long-term
rating. This is because, according to our criteria, the dowward revision of
the SACP woul d be offset by two additional notches of uplift for governnent
support, given our 'AAA" rating on the canton. W view a deterioration of the
SACP by nore than two notches as a renote possibility in BCV s current
operating environnent. As a consequence, we see a downgrade of BCV as unlikely
over the next two years.

We could raise the long-termrating if the sensitivity of BCV' s asset quality
to rising real estate prices were to reduce and, at the sane tinme, BCV
improved its capital position, as neasured by a risk-adjusted capital ratio
exceedi ng 15% on a sustai nabl e basis.

Ratings Score Snapshot

| ssuer Credit Rating AA/ St abl e/ A- 1+
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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 Average and Strong (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

Related Criteria

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

« Rating Government-Related Entities: Methodol ogy And Assunptions, Dec. 9,
2010

» Use O CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

e Standard & Poor's Takes Various Rating Actions On European Banks
Fol | owi ng Governnent Support Review, April 29, 2014

e Credit FAQ The Rating Inmpact O Resolution Regines For European Banks,
April 29, 2014

e« Standard & Poor's To Revi ew Government Support |n European Bank Rati ngs,
March 4, 2014

 Banque Cantonal e Vaudoi se, Nov. 29, 2013

Ratings List

Ratings Affirmed

Banque Cantonal e Vaudoi se
Counterparty Credit Rating AA/ St abl e/ A- 1+

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com
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www. gl obal creditportal.comand at spcapitalig.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 O fice (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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