S&P Global
Ratings

RatingsDirect’

Research Update:

Basler Kantonalbank Outlook Revised
To Positive On Similar Action On

Canton of Basel-City; 'AA/A-1+'
Ratings Affirmed

Primary Credit Analyst:
Harm Semder, Frankfurt (49) 69-33-999-158; harm.semder@spglobal.com

Secondary Contact:
Michal Selbka, Frankfurt +49 (0) 69-33999-300; michal.selbka@spglobal.com

Table Of Contents

Overview

Rating Action
Rationale

Outlook

Ratings Score Snapshot
Related Criteria
Related Research

Ratings List

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT NOVEMBER 13, 2017 1

1948060 | 300016412



Research Update:

Basler Kantonalbank Outlook Revised To Positive
On Similar Action On Canton of Basel-City;
'AA/A-1+' Ratings Affirmed

Overview

* On Nov. 10, 2017, we revised to positive fromstable our outl ook on the
Swi ss Canton of Basel-City.

e W continue to consider Basler Kantonal bank (BKB) to be a
governnent-related entity (GRE) with an extrenely high Iikelihood of
recei ving extraordi nary support fromthe Canton of Basel-City in tines of
stress.

 Accordingly, we are revising to positive fromstable our outl ook on BKB
and affirm ng our ' AA/ A-1+' ratings.

* The positive outlook on BKB nmirrors the outl ook on Canton of Basel-City,
and reflects our view that the bank benefits frombeing a GRE

Rating Action

On Nov. 13, 2017, S&P d obal Ratings revised to positive fromstable its

outl ook on Switzerl and- based Basl er Kantonal bank (BKB). At the same tinme, we
affirmed our "AA" long-termand 'A-1+ short-termissuer credit ratings on the
bank.

Rationale

The outl ook revision follows our sinilar action on the Canton of Basel-City on
Nov. 10, 2017 (see "Canton of Basel-City Qutl ook Revised To Positive;
" AA+/ A- 1+ Ratings Affirmed," on RatingsDirect).

We continue to consider BKB to be a government-related entity (GRE) with an
extrenely high Iikelihood of receiving extraordi nary governnent support in
tinmes of stress. W base this view on BKB' s very inportant role for and
integral link with the Canton of Basel-City. This enables a three-notch uplift
to our assessment of BKB' s stand-alone credit profile (SACP), which we assess
at 'a'. In our view, the Swi ss bank resolution regine that came into effect on
Jan. 1, 2016, does not inpede cantonal owners' ability to provide

extraordi nary support to banks that we regard as GREs, including BKB

The affirmation reflects the unchanged anchor of 'a-', the starting point of
our ratings assessment for banks in Switzerland. W take into account the
country's highly diversified and conpetitive econony, very high household

i ncone | evels, and banks' prudent |oan underwriting standards.
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It also reflects that we continue to consider BKB s business profile to be
adequat e, based on the bank's strong, sustainable, and regionally focused
mar ket position as the eighth-largest bank in Switzerl and.

Moreover, we forecast the bank's capital position and earnings to renain very
strong, as reflected by our projection that its risk-adjusted capital ratio
will gradually increase to about 17.0% over the next 24 nonths thanks to
ongoi ng retention of earnings, from 16.8% at year-end 2016. This is sonewhat
of fset by BKB's noderate risk position, in our view, which balances the bank's
general |y sound asset quality on its loan portfolio against its higher
concentration in comercial real estate |ending conpared with rated Swi ss
peers. W recogni ze that BKB has, to date, made pronounced progress in
improving its risk managenent systens, but we note that these systens have not
been tested through a full business cycle.

We continue to assess BKB's funding as average and its liquidity as strong
because of its solid base of custoner deposits, which we consider as very
stabl e even ami d nore chall engi ng econom ¢ conditions than at present due to
t he cantonal guarantee, which we expect will remain in place.

Outlook

The positive outlook on BKB mirrors the outl ook on the Canton of Basel-City
and reflects our viewthat the bank will continue to benefit frombeing a GRE
over the coming two years. W consider that there is an extrenely high

i kelihood that the Canton of Basel-Cty would provide tinely and sufficient
extraordi nary support to BKB in the event of financial distress for the
foreseeabl e future. Mreover, we believe BKB s capital and earnings position
woul d sufficiently buffer the bank's overall performance fromfines stemm ng
from possi bl e [ egal prosecution by the U S. tax authorities because of
acceptance of undeclared funds fromU. S. clients.

G ven BKB' s GRE status, we would take a positive rating action on the bank if
we were to upgrade the Canton of Basel-City.

We woul d consider revising the outlook to stable following a simlar rating
action on the canton. In our view, potential extraordinary support fromthe
canton woul d even cushion a material deterioration of BKB s stand-al one

credi tworthiness, although we currently see this as a renpte scenario. A
negative rating action may occur if there is a change in BKB's role for or
link with the Canton of Basel-City or changes in the statutory guarantee,
which may lead to a weaker assessnent of BKB' s status as a GRE. However, we
currently consider this scenario very unlikely and woul d expect BKB s existing
obligations to be grandfathered.
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Ratings Score Snapshot

To From
| ssuer Credit Rating AA/ Posi tivel A- 1+ AA/ St abl e/ A- 1+
SACP a a
Anchor a- a-
Busi ness Position Adequat e (0) Adequat e (0)
Capi tal and Earni ngs Very strong (+2) Very strong (+2)
Ri sk Position Moderate (-1) Moderate (-1)
Fundi ng Aver age Aver age
and Liquidity and Strong (0) and Strong (0)
Support (3) (3)
ALAC Support (0) (0)
GRE Support (3) (3)
Group Support (0) (0)
Sover ei gn Support (0) (0)
Addi ti onal Factors (0) (0)

Related Criteria

e Criteria - Financial Institutions - General: Risk-Adjusted Capital
Franmewor k Met hodol ogy, July 20, 2017

e Ceneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Criteria - Financial Institutions - Banks: Bank Rating Methodol ogy And
Assunptions: Additional Loss-Absorbing Capacity, April 27, 2015

e CGeneral Criteria: Rating Governnment-Related Entities: Methodol ogy And
Assunptions, March 25, 2015

e« Criteria - Financial Institutions - Banks: Bank Hybrid Capital And
Nondef errabl e Subordi nated Debt Methodol ogy And Assunptions, Jan. 29,
2015

* CGeneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e« Criteria - Financial Institutions - Banks: Quantitative Metrics For
Rati ng Banks d obal ly: Methodol ogy And Assunptions, July 17, 2013

e Criteria - Financial Institutions - Banks: Banks: Rating Methodol ogy And
Assunptions, Nov. 9, 2011

e Criteria - Financial Institutions - Banks: Banking Industry Country Ri sk
Assessnent Met hodol ogy And Assunptions, Nov. 9, 2011

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria - Financial Institutions - Banks: Comercial Paper |: Banks,
March 23, 2004
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Related Research

e Canton of Basel-City Qutlook Revised To Positive; 'AA+/ A-1+ Ratings
Affirmed, Nov. 10, 2017

Ratings List

Ratings Affirmed; Qutl ook Action

To From
Basl er Kant onal bank
Counterparty Credit Rating AA/ Positivel A-1+  AA/ Stabl e/ A- 1+
Seni or Unsecur ed* AA AA
Juni or Subor di nat ed BBB- BBB-

*Q@uar ant eed by Canton of Basel-City.

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

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
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

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDirect at www. capitalig.com Al ratings affected by this rating action
can be found on the S& G obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the followi ng S& d obal Ratings 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 Moscow 7 (495) 783-4009.
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