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* W& now consider the Iikelihood of extraordinary government support for
banks in Liechtenstein to be uncertain, and we are therefore renoving the
one-notch uplift for such support in our ratings on systemically
i mportant Liechtenstein banks, LGI Bank and VP Bank

e W consider the country's bank resolution franework to be effective,
which allows us to include uplift for additional |oss-absorbing capacity
(ALAC) in our ratings on individual system cally inportant banks.

W are affirnming our ratings on LGT Bank at 'A+/A-1' with a stable
outl ook, as we view its earnings and risk nmetrics to be better than
peers' and because we consider its earnings and recapitalization plans to
finance its |large-scale private banking acquisition to be sound.

« W are affirnmng our ratings on VP Bank at 'A-/A-2' and revising the
outl ook to positive to reflect the potential ranp-up of an ALAC buffer
on whi ch we expect to have nore clarity within the next 24 nonths.

FRANKFURT (S&P d obal Ratings) March 2, 2017--S&P d obal Ratings today took
rating actions on two systemically inportant Liechtenstein banks, LGI Bank AG
and VP Bank AG
« W affirmed our long- and short-termcounterparty credit ratings on LGT
Bank AG at 'A+/A-1'. At the sane time, we renoved the ratings from
CreditWatch negative where we had placed themon Dec. 9, 2016. The
outl ook is stable.
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« W affirnmed our 'A-/A-2' long- and short-termcounterparty credit ratings
on VP Bank AG W revised the outlook to positive fromstable

These rating actions follow the introduction of a bank resolution framework in
the Principality of Liechtenstein effective on Jan. 1, 2017. The action on LGT
Bank al so reflects our review of its earnings and recapitalization plans to
finance its large-scale private banking acquisition from ABN AMRO

Li echtenstein recently inplenented the recovery and resol uti on act

(Sani erungs- und Abw ckl ungsgesetz) into national |aw, which provides the
authorities with bail-in powers over domestic banks. This |leads us to believe
that prospects for extraordinary government support before any burden-sharing
by seni or unsecured creditors now appear uncertain, even for systemically

i mportant banks such as LGI Bank and VP Bank

We do not rule out the possibility that systemically inmportant banks in

Li echtenstein mght receive extraordinary governnent support, but we now see
the predictability of such support as materially reduced. That said, if such a
bank experienced financial difficulties and we saw cl ear evi dence that
governnent support would be forthcoming, we could still reflect this
"additional short-term support” in our ratings on individual banks.

Accordingly, we have reclassified our view of the Liechtenstein governnent's
tendency to support private sector comrerci al banks as uncertain. Although we
consi der that LGT Bank has high systemic inmportance and VP Bank noderate
system c inportance in Liechtenstein, we have now renoved the additional notch
of uplift that we incorporated in each rating for extraordinary governnent
support.

Fol I owi ng our review of the Liechtenstein recovery and resol ution act, which
transposes all key parts of the EU Banki ng Recovery and Resol ution Directive,
including its bail-in provisions, into national |aw, we assess the

Li echtenstein resolution regime as sufficiently effective under our additiona
| oss-absorbing capacity (ALAC) criteria. Anmong other factors, we believe the
authorities would nmost likely apply a bail-in process to pernit nonviable
system cally inportant banks to continue critical functions as goi ng concerns
following a bail-in of eligible liabilities. W consider that the new
resolution regine would also allow for the effective recapitalization of a
failing system c bank, aided by associated liquidity or funding support to
cope with the likely |oss of market access. W believe the resol ution
authority to have the neans to support a goi ng-concern bank if required.

Wil e senior unsecured liabilities are technically exposed to bail-in, we
expect that the Financial Markets Authority (FMA) in Liechtenstein wll
requi re banks to maintain additional buffers of junior instruments (known as
MREL, mininmumrequirenment for eligible liabilities) in a nanner that offers a
material |level of protection to senior unsecured creditors. However, there is
not yet any final public guidance on the potential design of the |ocal MREL
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framewor k or bank-specific buffers. W expect the FMA to closely watch MREL

i npl enentation in the EU and potentially wait for harnonization of bail-in

hi erarchi es across the EU, given the different approaches (see "As The Tier 3
Ball Starts To Roll, European Banks Continue To Plot Their Bail-In Buffers,"”
June 6, 2016).

We note that the systemc banks we rate in Liechtenstein have only linited
amounts of subordinated capital instrunents outstanding to fulfill MREL
requi renents, but have neani ngful anounts of senior unsecured debt
instruments. Furthernore, LGI and VP Bank appear to currently have limted
incentives to issue significant anpbunts of additional MREL-eligible

i nstruments, considering these banks' very high regulatory Tier 1 capital
ratios.

Wth these factors in mnd, we see the possibility that Liechtenstein's
authorities may consider one of the two main alternative routes in Europe: Ask
banks to issue a substantial volunme of new, contractually subordi nated debt,
as is happening for French banks, or to pursue statutory subordi nation
simlar to that effected by the German | aw change on Jan. 1, 2017. Under this
route, certain long-termsenior unsecured bonds of German banks were
juniorized, |leading themto be subordinated to senior unsecured clains in
resolution and |liquidation. As a result, we reclassified nonsystenm c German
banks' affected instruments as senior subordinated debt, typically |owering
our issue credit ratings by a notch to reflect the subordination. At the sane
time, ALAC buffers of systenmically inportant banks in Germany m ght increase
significantly frominclusion of existing senior subordinated debt in our ALAC
measure. (For further details, see "Various German Banks' Snr Unsecured Debt
Lowered/ Affirmed After Notes Review, Of Watch; Four Banks Remain On Watch,"
Feb. 9, 2017.)

We expect the FMA to provide further guidance on MREL toward the end of 2017.
W will continue to closely nmonitor the evolution of the franmework to refl ect
potential future changes in creditor hierarchies and systenic banks' eventua
ranp-up of what mght prove to be substantial and sustained ALAC buffers,
above our mninmumthresholds for ratings uplift.

The paragraphs bel ow provi de an overview of our rationale for the related
rati ng actions we have taken on each bank

LGT BANK

We affirnmed our long- and short-termcounterparty credit ratings on LGI Bank
at "A+/A-1'. At the sane tine, we renoved the ratings from CreditWatch with

negative inplications, where we placed themon Dec. 9, 2016. The outlook is

st abl e.

Qur ratings affirmation reflects our expectation that LGI Bank wil|l
denonstrate sustainabl e superior earnings and risk netrics conpared with
peers, while snmoothly operating its enl arged busi nesses. This |eads us to add
a one-notch adjustnent, which offsets our renpoval of a one-notch uplift for
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extraordi nary governnent support.

Qur assessnment of LGI Bank's stand-alone credit profile (SACP) remains at 'a
because we consider as sound its managenent's earnings and recapitalization
plans to finance its acquisition of ABN AMRO s private banki ng business in
Hong Kong, Singapore, and Dubai. Accordingly, we nmaintain our assessnent of
LGT Bank's capital and earnings as adequate, because we estinmate the bank's
ri sk-adjusted capital (RAC) ratio will remain confortably in the 7.0% 10. 0%
range for the next two years.

We consider the acquisition represents a major step in LGT Bank's consi stent
gromh strategy to diversify in Asia and the Mddle East. Although the

acqui sition is large--approximately $20 billion in assets under
managenent - - LGT Bank's nanagenment has a tested track record of snmpooth
operational and organizational integration of acquisitions in recent years,
albeit smaller ones. The conpletion of the transaction is set to take place in
the second quarter of 2017 and LGT Bank considers it is likely to receive the
remai ni ng approvals fromthe rel evant authorities.

Mor eover, our current ratings on LGT Bank continue to reflect our views on the

bank' s:

* Adequat e business position, reflecting the bank's entrenched position as
the leading financial institution in Liechtenstein and its
wel | -established international franchise in private banking.

e Adequate capital and earnings.

e Strong risk position, considering that credit risk is very low, since
| endi ng does not constitute a nmain activity for the bank, the |oan
portfolio is principally collateralized, and the bank denonstrates an
out standing | oan-loss track record, also in conparison with its private
bank peers.

* Average funding and adequate liquidity, since the bank is chiefly a
deposit-funded institution

LGT Bank's stable outl ook reflects our expectation that over a
24-nont h- hori zon the bank will maintain its robust earnings, capital, and risk
profile while defending its strong donestic hone narket franchise and pursuing
its accelerated international growh strategy.

Al t hough not expected, we would consider lowering the ratings if LGI Bank were
to fail to replenish its weakened capitalization adequately fromits inorganic
growm h strategy as neasured by falling below our 7% RAC ratio threshold, or if
the bank were to experience major performance, risk, or integration setbacks.
We consider an upgrade to be even less |ikely, because this would require the
bank to materially increase its sustai nable RAC and ALAC buffers to nitigate
bail-in risk to senior unsecured creditors while at the same tine
denonstrating a robust superior franchise and financial netrics in line with
peers at a higher rating |level.
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VP BANK
We affirned our long- and short-term counterparty credit ratings on VP Bank at
"A-/A-2' and revised the outl ook to positive.

Fol | owi ng the change in the likelihood of governnent support in Liechtenstein
to uncertain, we renoved the one notch of governnent support and

si mul taneously renoved the negative one-notch adjustment that anticipated the
wani ng governnent support in the rating conposition

Qur current ratings on VP Bank continue to reflect our views on the bank's:
* Weak business position, reflecting the bank's niche position in the
gl obal private-banki ng busi ness.
» Very strong capital and earnings, also in a global context.
* Adequate risk position, considering that credit risk is very |low, since
I ending activities are highly collateralized.
» Average funding and adequate liquidity, since the bank is chiefly a
deposit-funded institution

The outl ook revision to positive fromstable reflects two factors: primarily
our view that the bank could potentially benefit fromone notch of ALAC
uplift, but also the possibility of inprovenent in its business position

VP Bank already has total adjusted capital around 3% beyond the mini num
threshol d for the assigned capital and earnings score, and could yet qualify
for ALAC uplift. A statutory subordination of its senior unsecured bonds or a
ranp up of contractually subordinated instrunents could lift the ALAC buffer
above our 5% threshold for ALAC uplift. W expect to have nore clarity on the
local MREL framework in the next 12-24 nonths.

We coul d al so consider an upgrade if we saw progress in VP Bank's busi ness
position, such that the bank increases its assets under nanagenent organically
and so inmproves its performance conmpared with its peer group

We could revise the outlook to stable if the national inplenmentation of an
MREL framework and VP Bank's entity-specific buffers are not likely to result
in a sufficient sustainable ALAC buffer to protect senior unsecured creditors.
We could also revise the outlook to stable if we saw fewer prospects for an

i mprovi ng busi ness position
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LGT Bank AG
Counterparty Credit Rating A+/ Stable/A-1 A+/ Watch Neg/ A-1
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Seni or Unsecur ed* A+ A+/ Wat ch Neg
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Counterparty Credit Rating A-/PositivelA-2 A-/ Stablel A-2
Seni or Unsecured A- A-

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
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All

ratings affected by this rating action can be found on the S& d obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the foll owi ng S& d obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-40009.
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