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Research Update:

Dutch Private Bank Van Lanschot Outlook To
Stable On Improved Asset Quality And Financials;
'BBB+/A-2' Ratings Affirmed

Overview

• In our view, the Dutch banking industry should benefit moderately from
the domestic economy's gradual exit from a protracted correction phase.
Moreover, we consider that improving conditions in the housing market
illustrate this trend, despite the still-weak commercial property market.

• We now regard the trend in domestic economic risk for Dutch banks as
stable.

• Private bank F. van Lanschot Bankiers (Van Lanschot) has advanced well in
refocusing on pure wealth management business, while working out most of
its legacy problem loan exposures. We consequently think Van Lanschot's
asset quality metrics will gradually improve over the next 18–24 months
and that downside risks will diminish.

• Therefore, we are revising our outlook on the bank to stable from
negative and affirming our 'BBB+/A-2' ratings.

• The stable outlook primarily reflects our expectation of a gradual
continued decrease in credit costs from their peak in 2012-2013, and
further improvement in Van Lanschot's profitability, albeit to a
still-moderate level.

Rating Action

On Nov. 4, 2014, Standard & Poor's Ratings Services revised its outlook on
Dutch private bank F. van Lanschot Bankiers N.V. (Van Lanschot) to stable from
negative. At the same time, we affirmed our 'BBB+/A-2' long- and short-term
counterparty credit ratings on the bank.

Rationale

The outlook revision incorporates our view that the economic risks under which
Dutch banks operate are now stabilizing (see "Various Rating Actions Taken On
Dutch Banks On Stabilizing Economic Risks," published today on RatingsDirect).
It also reflects our view that Van Lanschot has advanced well on its
refocusing on a pure wealth management business model, with a sustained
reduction in corporate lending activities. We think this business model should
enable the bank to strengthen its core franchise in the Netherlands and to
some extent in Belgium, as well as to simplify its product offering while
reducing its risk exposure and increasing its capitalization over time, in
line with what we view as a relatively cautious strategy and management.
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Under our base-case scenario, we expect that real GDP in The Netherlands will
grow by about 1% on average in 2014 and 2015 after a two-year recession in
2012 and 2013. We estimate that domestic house prices will continue to
increase moderately. We also expect a continued gradual reduction in private
sector leverage, limited demand for credit, and a steady decrease in credit
losses next year (albeit from a relatively high level).

Dutch property prices peaked in mid-2008 and had fallen by about 20% in
mid-2013, an average annual decline of about 4%. Encouragingly, property
transactions increased by about 40% in the first nine months of 2014
year-on-year. We expect this trend to continue and forecast moderate nominal
house price growth of about 2% in 2014 and 2015, supported by improved
conditions in the domestic economy, increased affordability of housing,
limited housing supply, and greater certainty on fiscal policy reforms.

However, commercial real estate prices have continued to fall, a trend we
expect to reverse only gradually from 2015. Gross household leverage remains
elevated and growth in the eurozone (European Economic and Monetary Union) is
forecast to be below average. Combined with ongoing geopolitical events that
may encumber the export-orientated Dutch economy, we expect these factors to
limit the improvement in the private sector. However, in our view, Dutch banks
benefit from a diversified and competitive domestic economy, flexible fiscal
policy, and adaptable labor market, underpinning the government's track record
of reporting strong current account surpluses.

In our view, Van Lanschot recognized most of its legacy problem exposures in
its commercial real estate and small and midsize enterprise loan portfolio in
2012 and 2013. In consultation with the Dutch central bank, the bank performed
a comprehensive credit risk assessment on these two portfolios in the second
part of 2013 (respectively €2.9 billion and €2.2 billion loan portfolio at the
time of the review), concluding there was no need to increase provisioning on
these exposures. Moreover, as part of the bank's new strategy, the corporate
and property books will be gradually run-off with a 10%-15% decrease per year
by our estimates. The remainder of the loan portfolio is essentially composed
of residential mortgages. Most mortgage loans were originated before 2006,
which is well ahead of the house price peak in 2008. We view this portfolio as
low risk.

We expect Van Lanschot to report core earnings of about €60 million in 2014,
with further improvement in 2015, compared with €42 million in 2013. We
essentially base our anticipation of improved profitability on commissions,
reflecting a further shift from transaction to management fees. We also factor
in net inflows in assets under management as a result of the refocus on
private banking activities. By contrast, we believe the bank will face
challenging years in terms of interest income, with decreasing volumes as part
of a sustained decline in corporate lending, which will be only partly offset
by a repricing of the loan portfolio. Despite pronounced streamlining efforts
currently underway, and some recent cost savings, we expect Van Lanschot's
cost base to continue to weigh on its pre-provision earnings capacity in the
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next two years, in part because of modest potential for economies of scale. We
don't expect the large impairment charges of 2012 and 2013--primarily related
to strengthening in commercial real estate provisioning--to occur again in
2014. However, we still think that Van Lanschot's cost of risk will affect net
results by roughly 60-70 basis points of average loans in the next two years.

Van Lanschot's creditworthiness still benefits from strong capitalization. Our
estimated risk-adjusted capital (RAC) ratio, before adjustments, for the bank
stands at about 11.5%-12.0% in the next 18-24 months, supported by a further
reduction in lending and a moderate pay-out ratio in the next two years.

Outlook

The stable outlook primarily reflects our expectation of a continued decrease
in Van Lanschot's credit costs from their peak in 2012-2013 and further
improvement in its profitability, albeit to a still-moderate level.

We could lower the ratings on Van Lanschot if asset quality and profitability
metrics didn't gradually improve over the next 18–24 months. This could result
from credit costs set to remain at 80-90 basis points or from a significant
fall in interest margins following a sustained decrease in corporate lending.

The potential for an upgrade appears unlikely in the near term. However, we
could raise the ratings on Van Lanschot if our RAC ratio for the bank improved
more than we currently expect--to more than 15%.

Ratings Score Snapshot

To From
Issuer Credit Rating BBB+/Stable/A-2 BBB+/Negative/A-2

SACP bbb+ bbb+
Anchor bbb+ bbb+
Business Position Moderate (-1) Moderate (-1)
Capital and Earnings Strong (+1) Strong (+1)
Risk Position Adequate (0) Adequate (0)
Funding and Liquidity Average and Average and

Adequate (0) Adequate (0)

Support 0 0
GRE Support 0 0
Group Support 0 0
Sovereign Support 0 0

Additional Factors 0 0
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Related Criteria And Research

Related Criteria

• Bank Hybrid Capital And Nondeferrable Subordinated Debt Methodology And
Assumptions, Sept. 18, 2014

• Banks: Rating Methodology And Assumptions, Nov. 9, 2011
• Banking Industry Country Risk Assessment Methodology And Assumptions,
Nov. 9, 2011

• Bank Capital Methodology And Assumptions, Dec. 6, 2010

Related Research

• Various Rating Actions Taken On Dutch Banks On Stabilizing Economic Risks,
Nov. 4, 2014

• Banking Industry Country Risk Assessment: The Netherlands, Nov. 4, 2014

Ratings List

Ratings Affirmed; Outlook Action
To From

F. van Lanschot Bankiers N.V.
Counterparty Credit Rating BBB+/Stable/A-2 BBB+/Negative/A-2
Senior Unsecured BBB+
Junior Subordinated BB

Additional Contact:

Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com

Complete ratings information is available to subscribers of RatingsDirect at
www.globalcreditportal.com and at spcapitaliq.com. All ratings affected by
this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column. Alternatively, call one of the following Standard & Poor's numbers:
Client Support Europe (44) 20-7176-7176; London Press Office (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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