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Research Update:

Danske Bank Downgraded To 'A' On Asset
Quality Deterioration; Outlook Negative

Overview

» The asset quality of Denmark-based Danske Bank A/S dropped sharply in the
year to Septenber 2009.

* W are lowering our long-termcounterparty credit ratings on the bank to
"A from' A+ .

« The negative outlook reflects our view that the bank's asset quality wll
deteriorate further in 2010.

Rating Action

On Dec. 18, 2009, Standard & Poor's Ratings Services lowered its long-term
counterparty credit ratings on Denmark-based Danske Bank A/'S and subsidi ary
Sanpo Bank PLCto "A from'A+ . At the sane tine, the long-termcounterparty
credit and insurer financial strength ratings on Danske Bank's core

subsi diary, Dani ca Pension, Livsforsikringsaktieselskab (Danica) were | owered
to'A from'A+ . The outl ook on Danske Bank and Dani ca, and Sanpo Bank is
negative. At the same time we affirmed the 'A-1' short-term counterparty
credit rating on both Danske Bank and Sanpo Bank,and the 'K-1' short-term
Nordi c scal e rating on Danske Bank.

At the sanme time the | ong-term subordi nated debt rating on Danica's €400
mllion perpetual callable issuance was |owered to 'BBB+ from'A . The

not chi ng has been revi ewed and wi dened to two notches fromthe |ong-term
counterparty credit rating in light of recent devel opments in the hybrid
market. This brings the issuance into line with nost other hybrid instrunents
i ssued by European insurers.

Danske Bank's governnent-guaranteed [ ong-term and short-termissues are
unaffected by this rating action. See "Danske Bank A/'S Gover nment - Guar ant eed
Seni or Unsecured | ssues Raised To ' AAA' " published Feb. 10, 2009 and "Danske
Bank A/ S Dani sh State-Cuaranteed U.S. Conmercial Paper |ssues Maturing On O
Before Sept. 30, 2010 Rated 'A-1+'," published Cct. 16, 2009 on RatingsDirect.

Rationale

The rating actions reflect a sharp deterioration in Danske Bank's asset
quality during the four quarters ended Sept. 30, 2009 in both its donestic
mar ket and several other markets where the bank operates, particularly in
Ireland and the Baltic countries of Latvia and Lithuania. They al so refl ect
our expectation that the bank's asset quality will remain under significant
pressure in 2010 and therefore that the bank's profitability will renain
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subdued as it is not likely to be supported by the high I evel of gains from
market-related activities reported in 2009.

Qur assessnment of the bank's stand-alone credit profile was | owered to 'A-',
partly offset by incorporating a one-notch uplift of potential externa
support. Potential for extraordinary support was illustrated by a hybrid
capital injection that the bank received in 2009. W believe that additiona
external support would be provided, if required, reflecting Danske Bank's high
system c i nportance within Denmark and the supportive attitude of the Danish
aut horities.

Danske Bank's overall asset quality worsened sharply in the four quarters
ended Sept. 30, 2009 and is likely to deteriorate further in 2010. The bank's
rati o of non-performing |oans to total [oans on Sept. 30, 2009 was 4.46%
conpared with 1.26% a year earlier and only 0.72% at year-end 2007. The | arge
i mpai rments have arisen fromlarge exposures in the bank's capital narket
division and fromthe recession in the Dani sh econony that has put enornous
pressure on the quality of the bank's exposure to small and m dsize conpanies
and on the construction and real estate industries. W expect the resulting
pressure on Danske's donestic |ending book to continue through 2010.
Furthernore, the operations in the two Baltic countries and Ireland have
experienced sizeable |oan | osses in recent quarters, particularly in their
commercial real estate portfolios. Qur expectation is that |oan | osses will
remain at very high levels in Ireland, Latvia, and Lithuania during 2010. For
the first three quarters of 2009, Danske Bank announced credit |osses of
Dani sh krone (DKK) 20.7 billion conpared with only DKK2.8 billion in the
correspondi ng period of 2008.

Danske Bank's profitability in 2008 and 2009 has been heavily inpacted by high
credit |osses and goodwi || inpairnents. Despite the extraordi nary incone from
its market-related activities, which we do not believe are sustainable, |oan
inmpairnments resulted in a nmarked decline in profitability in the four quarters
ended Sept. 30, 2009. The bank reported a net loss in two of the quarters and
very low net income in the other two. Net operating profit after inpairnents
declined to barely 0.33%of risk assets in the first three quarters of 2009
and 0.43%in 2008 conmpared with 1.68%in 2007.

W consi der Danske Bank's capitalization to be only nodest. Although it was
enhanced in June 2009 by a DKK26 billion hybrid capital contribution fromthe
Dani sh State, it remains nodest given the sizeable inpairments that the bank
is likely to book in the next few nonths. As at Sept. 30, 2009, the bank
reported a Tier 1 ratio of 12.6% under Basel Il rules. This ratio benefits
fromthe DKK26 billion hybrid capital contribution in June 2009. The
conposition and quality of the bank's capital has deteriorated significantly
over the past few years as a result of the financing of |arge acquisitions in
Ireland and Finland through hybrid capital and subordi nated debt.
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Outlook
The negative outl ook reflects our opinion that Danske Bank's asset quality,
particularly in its donestic small and nidsize enterprise portfolio, will be

further inpaired in 2010 by the current slowdown in the Dani sh econony. In
addition, it reflects our expectation of a further deterioration in the asset
quality of the bank's operations in Latvia, Lithuania, and Ireland. Qur base
expectation factored into the outlook is that in 2010 the bank w Il book

i mpairments broadly in line with those reported in 2009, resulting in very |ow
pre-tax profit for the year.

A further negative rating action could follow if the bank's asset quality
deteriorates further than we currently expect, resulting in a sizeable pre-tax
| oss and thereby | owering our expectations about its future earnings capacity
and capitalization levels. Gven Danske bank's high system c inportance
Denmark, we may add nore than one notch of explicit support into the rating if
we gain greater insight into the likelihood of support and into the formthat
such support mght take. This could ease pressure on the ratings if the bank's
intrinsic creditworthiness were to deteriorate materially.

Conversely, we nmight revise the outlook to stable if Danske Bank's fi nanci al
profile were to show nore resilience than expected in the face of the
chal | engi ng econoni ¢ and operating conditions that [ie ahead, and if the group
significantly reduces its exposure to risky areas.

Related Research
FI Criteria: Bank Rating Anal ysis Mt hodol ogy Profile, March 18, 2004

Ratings List
Downgr aded; Ratings Affirmed

To From
Danske Bank A/ S
Counterparty Credit Rating Al Negativel/ A-1 A+/ Negativel/ A-1
Certificate O Deposit A A1 A+l A- 1
Sanpo Bank PLC
Counterparty Credit Rating Al Negativel/ A-1 A+/ Negativel/ A-1
Certificate Of Deposit A A1 A+l A- 1
Downgr aded
To From
Danske Bank A/' S
Seni or Unsecured A A+
Subor di nat ed BBB A-
Juni or Subor di nat ed BB+ BBB
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Dani ca Pension, Livsforsikringsaktiesel skab

Counterparty Credit Rating Al Negat i ve/ - - A+/ Negati ve/ - -
Fi nanci al Strength Rating Al Negative/ - - A+/ Negati ve/ - -
Subor di nat ed BBB+ A

Danske Corp., Del aware
Conmer ci al Paper* A A+

Sanpo Bank PLC

Seni or Unsecur ed A A+
Subor di nat ed A- A
Juni or Subor di nat ed BB+ BBB

Ratings Affirned

Danske Bank A/’ S
Counterparty Credit Rating (Nordic Scal e) K-1

Conmrer ci al Paper A1
Conmer ci al Paper (Nordic Scal e) K-1
Short - Ter m Debt A1

Danske Corp., Del aware
Conmer ci al Paper * A1

Sanpo Bank PLC
Short - Ter m Debt A1l

*Q@uar ant eed by Danske Bank A/'S

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