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> We believe that the SNS Reaal Group will continue
to trade because of its importance to the Dutch
Banking and insurance market. However, given
market concerns, we look at several scenarios
under a restructuring and run-off of some of the
operations. The alternatives are numerous, so we
have selected a few to give a broad view.

» We concentrate on the knock-on effects on the
capital structure at each stage in Tables 1 to 11.

» The starting point is one of an aggregate shortfall
to capital requirements of €1bn to €1.8bn, but in
this note we use more severe potential losses for
the PF unit prior to hive-off and run-off, which
exacerbates the shortfall. We also assume the
main goal is to repay the State upfront and
therefore, finance deficits over time to get a sense
of the time span required in terms of earnings and
potential coupons lost.

» The Bank’s 11.25% Tier 1 is already at 55 and that
is equal to seven years of coupons lost. After the
recent price action we see more upside than
downside. However, there could be further
negative headlines due to the Group’s ongoing
restructuring consequently, this bond could remain
volatile. For investors in distressed/special
situations, this bond should provide opportunities.
The main risk is that the transfer of the Bank’s
subordinated bonds to PF could incur a loss of
principal too, but we see this as unlikely. See
scenario 2b.

» The Holding company’'s 6.258% faces downside
under the scenarios we view as most likely, as
coupons lost (not serviced through ACSM) would
reduce the bond value to below the current level of
43. The recommendation remains to Sell. The
caveat in trying to value this bond is estimating
when it would be called.

» Our analysis suggests that the insurer has less
leeway for losses than the Bank due to its low
Tangible Core Equity (TCE) and we continue to
see the insurer’s bonds as overpriced (SRLEV 9%
at mid-price of 93.25 with a yield of 10.2% and the
SREV CHF 105mn 7% with a mid-price of 95.2 and
a yield of 8.8%) due to the high gearing of the
holding company in relation to insurance
acquisitions. Hence, we reiterate our
recommendation to Reduce both.

Background

The SNS restructuring story came back into the
spotlight after an article was published in the Het
Financieele Dagblad (a Dutch newspaper) saying
that ABN and ING could be banned by the EC from
investing in a bridge (or bad) Bank.

Talks regarding several Banks’ contributions to the
bridge Bank were dismissed earlier last year, but in
the situation of complete uncertainty around the
Group’s strategic plan and the level of additional
provisions needed for the PF portfolio, the market
assumed the worst.

The price for the 11.25% bond has dropped to 55
within the last ten days and the price for the 6.258%
fell to 43.5.

To address the market's concerns, we analyse
several split and run-off scenarios in this note and
also discuss implications for sub bondholders.

Our scenario analysis aims to shed light on the
downside for the Group, Bank and insurer, given the
unpredictability around the final terms between SNS
and the EC on the support package and restructuring
plan.

Base case

In our note of 8 January, we focused on the more
likely probability of the SNS Reaal Group continuing
to trade, although under numerous restrictions and
looked at the valuation of bonds under various
scenarios: if called at the first call date, if not called
and assuming deferral or loss of coupons in both
cases but the resumption of coupons after three to
four years.

We assume that the optional coupons could be
deferred by the EC if SNS applies for an extension of
the State aid repayment (up to three years), but
assume that coupons will resume when SNS regains
its earning position. Please refer to our note of 8
January 2013.

Based on our analysis, the starting point is that the
capital requirements (i.e. the capital resources
required) fall in the range of €4.4bn to €5.2bn and
the capital available is c.€4.9bn before the
repayment to the State (€565mn), the payment of the
premium (€282.5mn) and the setting up of additional
provisions for Property Finance’s loan losses, which
we estimated at €686mn on a further deterioration on
LTVs and NPLs.

After these initial outlays that add up to €1.5bn, the
balance of capital resources would be €3.4bn and
the deficits would range from €1bn to €1.8bn. Given
this sizeable shortfall, we explore split and run-off
scenarios and assume subordinated bonds are not
called until the financial position is fully restored.
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A scenario of split and run off of the Group
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On the basis that the Dutch Intervention Act (which
we discuss in the appendix) could split the Group
into two components and transfer PF assets to a
bridge Bank or a private institution, we consider what
would happen under different scenarios.

The aim is to assess the expected losses that could
accrue to bondholders and consequently the position
in the legal structure and the rank of the securities
(structural subordination) are important
considerations.

alternative scenarios we consider are the following.

1) The Insurer is sold and proceeds flow to the
holding company to support the Bank and Property
Finance units. See also the discussion about the
disposal of the insurer in our note of 8 January. The
disposal has to be at prices at or above book value
to make a difference to the Group. This splits the
insurer from the rest of the Group.

2) PF+SME provisioned, transferred and run off.
There are two options for capitalising the PF+SME
unit for provisions before its disposal: a) from the
holding company; or b) from the Bank.

3) Two-way split: Bank and PF+SME together and
separately, insurer and holding company together.
The rationale for this is that PF+SME is a part of the
Banking operation and the holding company financial
position is due to the insurer’s acquisitions.

In all cases the underlying goal is to repay the State
in full (premium included), set up adequate
provisions and to remain well capitalised.

Table 1: Starting point of capital structure

Reaal Zwitser Hold Bank / Total
lelims PF+SME

Shareholders’ equity 2.161 1.199 -1.292 1.737 3.804

intangible assets 1.124 0.397 0.017 0.150 1.688
[TCE 1.037 0.802 -1.309 1587 2.116]

Capital securities 0.383 0.017 0.431 0.156 0.987

Part certificates 0.516 -0.428 0.281 0.369

Sub debt - undated  0.087 0.250 0.331 0.668

Sub debt — dated 0.418 0.076 0.303  0.797
[Total 2441 0.819 -0.980 2658 4.937]

Source: SNS Reaal Group accounts and report, BNP Paribas

The PF+SME unit showed only equity of €137mn in
its capital structure, so in Table 1 we merged it with
the Bank. We also merged the holding company and
eliminations columns from the financial statements.
The breakdown of the participation certificates and
subordinated debt was derived by us from
Bloomberg and the financial statements. The
participation certificates apparently qualify as Tier 1
and are issued by the Bank and the insurer.

Scenario 1 — Disposal of insurance operations

Please note that this first set of scenarios: i) does not
cancel the holding company’s equity against that of
the insurer nor does it transfer debt from the holding
company to the insurer prior to disposal, which
means the holding company is left leveraged and the
negative equity is entirely in relation to the Bank and
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the PF+SME; ii) leads to different conclusions
depending on price: book value (€3.3bn, low
probability), tangible net book value (€1.8bn, fair
probability), or a point in between these two
(relatively low probability); iii) assumes the buyer
takes all liabilities of the insurer.

The fact is we do not see likely buyers for an insurer
in the Netherlands and we see difficulty in finding a
buyer willing to pay in excess of 9x earnings.

Scenario la at book

Table 2: Simplified capital structure if the insurer is
sold for €3.3bn and proceeds go to holding company

Bank PF+SME Hold co Elims Total

Shareholders’ equity 1.898 0.137 1.006 -0.001 3.040
intangible assets 0.150 0.017 0.167
'TCE 1.748 0.137 0.989 -0.001 2.873
Capital securities 0.431 0.987
Part certificates 0.281 -0.428 0.369
Sub debt —undated 0.331 0.250 0.668
Sub debt — dated 0.303 0.076 0.797
Total 2.663 0.137 1.318 -0.001 5.694|

Source: SNS Reaal Group accounts and report, BNP Paribas

Notice that the sale at €3.3bn (assuming that the
value of all intangibles is 100%) boosts the total of
the organisation, rebalances the holding company
and allows for various provisions, not all of which are
visible on the capital structure shown on Table 2.

For instance, we allocated €0.69bn from the holding
company to the PF+SME unit, but since it is
provisioned (a P&L expense), the effect on equity is
nil. We also allocated €234mn to the Bank as an
equity injection but it is used to repay the State and
the premium. Finally, we allocated €142mn extra to
the Bank to increase the total capital to €2.8bn.

The Bank’s bonds are well protected by earnings,
provisions and capital and gearing at the holding
company would be moderate, which means that the
6.258% would also be protected.

We just do not believe that this is a likely scenario
given the profits of the insurer, the interest rate
environment and other transaction levels. There are
arguments for using earnings multiples lower than 9x
given the environment in which the Group operates.

Table 3: Simplified capital structure if the insurer
were sold for €2.6bn and proceeds go to the hold co

Bank PF+SME Hold Elims Total
co

Shareholders’ equity 1.898 0.137 0.246 -0.001 2.280

intangible assets 0.150 0.017 0.167
TCE 1.748 0.137 0.229 -0.001 2.113 |
Capital securities 0.431 0.431
Part certificates 0.281 -0.428 (0.147)
Sub debt —undated 0.331 0.250 0.581
Sub debt — dated 0.303 0.076 0.379
|Tota| 2.663 0.137 0.558 -0.001 3.357 |

Source: SNS Reaal Group accounts and report, BNP Paribas
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Scenario 1b at discount to book

m |f sold at €2.6bn due to a 50% discount on
intangibles (13x to 28x times depending on which
average earnings you use, the long-term historical or
the 2009-H1 2012 period when the earnings of Reaal
more than doubled from the longer term average),
the proceeds would work to provision PF+SME,
recapitalise the Bank and repay the State. The
capital securities that remain are those of the
Foundation.

m  We consider this price tag unlikely too, for the same
reasons we stated before.

Scenario 1c at tangible book value

m If sold at tangible book value of €1.8bn (20x
earnings or 9x earnings based on average from), the
proceeds would be insufficient to provision PF+SME,
repay the State including the 50% premium and to
recapitalise the Bank.

m  Part of the issue here is also assuming risk appetite
regarding holding company leverage.

m  The recapitalisation of the Bank is still needed as the
CT1 10% (€2bn) requirement is not met. There is a
€243mn shortfall of the €2.8bn requirement.

m  The scenario could require the conversion of the
participation certificates but the subordinated debt,
both perpetual and dated, would be safe.

m |t is still relatively unlikely that at this price there
might be a buyer.

Table 4: Simplified capital structure if the insurer
were sold for €1.8bn and proceeds go to the hold co

Bank PF+SME Hold Elims Total
co

Shareholders’ equity 1.756 0.137 -0.412 -0.001 1.480

intangible assets 0.150 0.017 0.167
TCE 1.606 0.137 -0.429 -0.001 1.313 |

Capital securities 0.431 0.431

Part certificates 0.281 -0.428 -0.147

Sub debt —undated 0.331 0.250 0.581

Sub debt — dated 0.303 0.076 0.379
Total 2521 0.137 -0.100 -0.001 2.557 |

Source: SNS Reaal Group accounts and report, BNP Paribas

Scenario 2 — Property Finance and SME
(PF+SME) provisioned for and hived off

m  The starting point here is that on the basis of the
RWA of €20bn, that the combined Bank and
PF+SME have sufficient capital in relation to a 10%
requirement and only a small deficit to the 14% total
capital and hence, a pro-rata split could leave them
within a year’'s earnings from achieving a balance.
Our analysis suggests that only €156mn of the State
aid is within the Bank and the rest is at the insurers.

m |f the PF+SME unit is hived off, the leverage of the
rest of the Group would have to be met through the
earnings of the Bank and the insurer.

m  The PF (€4.1bn) and SME (€5.2bn) units have an
aggregate €9.3bn in loans and €0.9bn in provisions
of which, €0.8bn at PF and €0.1bn at SME. Non-
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performing loans are €2bn. The unit's RWA is €7.6bn
(38% of the total) and the capital requirement would
be €0.76bn for a CT1 of 10% to €1.1bn for a total
capital ratio of 14%.

® As an alternative, if we assume that NPLs were to
rise to 60% in the PF book and to 20% in the SME
book and that the LTVs were to rise to 167% and
99% respectively, we would need an additional
€1.1bn in provisions, which roughly matches these
capital requirements and gives an indication of the
degree of deterioration that could be sustained by
the PF+SME unit, without needing additional capital
injections.

®  This would leave the Bank clean and profitable with
RWA of €12.4bn approximately, however the issue is
whether the Bank or the holding company could
provide the amount needed for provisions.

2 a) If the holding company funds PF+SME’s

provisions

m  The removal of the PF+SME with a €0.96bn injection
from the holding company would be beneficial to the
Bank and PF+SME but the holding company would
end up highly geared.

Table 5: Simplified capital structure if the hold co
were to provision PF+SME

Bank PF+SME Insure Hold co Total

Shareholders’ equity 1.522 1.100 3.360 2.254 3.726
intangible assets 0.150 1.521 0.017 1.688
ITCE 1.372 1.100 1.839 -2.272 2.038
Capital securities 0.400 0.431 0.831
Part certificates 0.281 0.516 -0.428 0.369
Sub debt —undated 0.331 0.087 0.250 0.668
Sub debt — dated 0.303 0.418 0.076 0.797
Total 2.287 1.100 3.260 -1.943 4.703]

Source: SNS Reaal Group accounts and report, BNP Paribas

m  The Bank repays the State its €156mn and the
premium and remains well capitalised, clean and
profitable going forward.

®  The holding company goes deeply negative in equity,
investing funds it does not have; the question is how
the holding company could raise that funding.

®  The insurer still needs to repay the State (€600mn).
We are still looking at a deficit of over €1bn to €1.8bn
unless capital is raised. Please refer to our note of 8
January where we explored the various options to
raise capital.

2 b) If the Bank funds PF+SME’s provisions

m The possibilities, in terms of capital reallocation
between the Bank and the PF+SME books, are
numerous. We see no reason to assume that the
worst case scenario for subordinated bondholders is
the most likely scenario. However, in the next
scenario we assume that the Bank provisions for the
PF+SME unit with its own equity and with the
subordinated bonds. The participation certificates
would remain at the Bank.

European Credit Research  www.GlobalMarkets.bnpparibas.com
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Subordinated debt and participation certificates
together represent 1.4% of the Group’s assets and
36% of capital resources. There is no reason why
subordinated bondholders should contribute more
than by providing funding.

The rationale for this scenario is to maintain the
capital according to RWA and ratios of 14% at each
unit.

The transfer of more equity from the Bank, instead of
subordinated debt, to the PF+SME unit would
debilitate the Bank, so we only transfer the
remainder (€329mn) of the <€1.1bn after the
subordinated bonds (€634mn) and the initial PF
equity of €137mn. It is detrimental and in our opinion
unfair to subordinated bondholders to assume the
entire risks of the PF+SME run-off.

Table 6: Simplified capital structure if the Bank were
to provide for PF+SME with subordinated debt too

Bank PF+SME Insurer Hold co Total
Shareholders’ equity 1.193 0.466 3.360 -1.291 3.726
intangible assets  0.150 1.521 0.017 1.688
[TCE 1.043 0.466 1.839 -1.309 2.038 |
Capital securities 0.400 0431 0.831
Part certificates 0.281 0.516 -0.428 0.369
Sub debt — undated 0.331 0.087 0.250 0.668
Sub debt — dated 0.303 0.418 0.076 0.797
Total 1.324 1.100 3.260 -0.980 4.703 |

Source: SNS Reaal Group accounts and report, BNP Paribas

Table 6 shows one of the worst case scenarios of
restructuring for subordinated bondholders.

The holding company’s and the insurer’s positions do
not change. The Bank ends up with the 10% CT1,
but short €412mn from its 14% total capital
requirement goal, which is only about two years of
earnings.

The PF+SME unit has sufficient capital to run for a
while and it meets the 14% requirement while at the
same time matching closely the provisioning needs
according to our estimates of 167% loan-to-value
ratios and a deterioration to 60% of non-performing
loans (please note that our 8 January note used a
50% assumption on NPLS).

Table 7: Simplified capital structure if the holding
company were to provide for, then spin off, PF+SME

Bank Reaal Zwits Holdco Total
Shareholders’ equity 1.522 2.161 1.199 -2.255 2.626
intangible assets  0.150 1.124 0.397 0.017 1.688
TCE 1.372 1.037 0.802 -2.272 0.938 |
Capital securities 0.383 0.017 0.431 0.831
Part certificates 0.281 0.516 -0.428 0.369
Sub debt —undated 0.331 0.087 0.250 0.668
Sub debt — dated 0.303 0.418 0.076  0.797
Total 2.287 2.441 0.819 -1.943 3.603 |

Source: SNS Reaal Group accounts and report, BNP Paribas

What we see in Table 7 is the result of deducting
€137mn of PF equity, €963mn of additional capital
funded by the holding company, the €156mn of Bank
state aid and its premium. This reveals the situation
for the remainder, the holding company looks highly
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geared and the insurer undercapitalised whereas the
Bank is overcapitalised.

Table 8 shows what the Group looks like when the
Bank funds the PF+SME unit provisions and the
PF+SME unit is spun off, while the Bank remains
within the Group. The subordinated bondholders of
the Bank would be in the PF+SME unit now, out of
the Group and potentially facing losses.

Table 8: Simplified capital structure if the Bank were
to provide for, then spin off, PF+SME

Bank Reaal Zwits Holdco Total
Shareholders’ equity 1.193 2.161 1.199 -1.291 3.260
intangible assets  0.150 1.124 0.397 0.017 1.688
|TCE 1.043 1.037 0.802 -1.309 1.572
Capital securities 0.383 0.017 0.431 0.831
Part certificates 0.281 0.516 -0.428 0.369
Sub debt — undated 0.087 0.250 0.337
Sub debt — dated 0.418 0.076  0.494
otal 1.324 2.441 0.819 -0.980 3.603 |

Source: SNS Reaal Group accounts and report, BNP Paribas

In this scenario, the capital requirements would be
about €4.1bn (€1.7bn for the Bank and €2.4bn for the
insurer). The Bank has a deficit of some €412mn
(about two years of earnings) in relation to a 14%.

The earnings of the Bank and insurer, without the
future erosion from the PF+SME unit could average
over €200mn. In recent years, the average has been
over €300mn and if it could be sustained at that level
it could quickly restore the financial position of the
Group.

The holding company position has not changed from
the starting point and the insurer appears to have
sufficient capital, although the negative position of
the holding company is largely for its account.
Possibly, the Bank would be separated from the
Group as well as the PF+SME unit, which brings us
to the next scenario.

Scenario 3: Bank and PF+SME together and
Insurer and holding company together

Scenario 3a Hold co funds, Bank/PF+SME spun

off

Table 9: Simplified capital structure if Bank and
PF+SME are spun off after hold co funds PF+SME

Reaal Zwits Hold co Elims Total

Shareholders’ equity 2.161 1.199 -2.255 -0.001 1.104
intangible assets 1.124 0.397 0.017 1.538
ITCE 1.037 0.802 -2.272 -0.001 -0.434
Capital securities 0.383 0.017 0.431 0.831
Part certificates 0.516 -0.428 0.088
Sub debt —undated 0.087 0.250 0.337
Sub debt — dated 0.418 0.076 0.494
Total 2.441 0.819 -1.943 -0.001 1.316

Source: SNS Reaal Group accounts and report, BNP Paribas
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If the PF+SME unit and the Bank are spun off as per
the previous scenario (2b) and the insurer is left
‘holding the bag’, what we have is a two-way split
where the Bank stands alone and out of the Group,
the PF+SME unit is administered and run-off and the
insurance operations and the holding company are
left together.

This is shown on Tables 9 and 10, firstly as though
the holding company had funded the PF+SME
provisions and then as if the Bank had done so.

In scenarios 2a and 2b, the removal of the PF+SME
unit from the Group and the protection of the Bank,
leave the insurer encumbered with the holding
company debt, which seems fair in relation to debt
incurred for acquisitions (as in our opinion most debt
was incurred making insurance acquisitions in 2007
and 2008), but not in relaton to PF+SME
recapitalisation for run-off.

Gearing would be 133%.

However, we have said nothing about the repayment
by the insurer of the State aid, its share of the
premium and about its capitalisation thereafter.

As Table 9 shows, if the holding company’s finances
are consolidated with the insurer's, the Group’s
financial position is short of the €2.4bn that the
regulator requires of the insurer (i.e. 175% ratio on
€1.36bn of requirements under Solvency ) and there
is a negative tangible net worth.

Table 10 shows the exclusion of the Bank and
PF+SME unit after the Bank funds the PF+SME
provisions (2b).

Scenario 3b Bank funds, Bank/PF+SME spun off

Table 10: Simplified capital structure if Bank and
PF+SME are spun off after the Bank funds PF+SME

Reaal Zwits Hold co Elims Total
Shareholders’ equity 2.161 1.199 -1.292 -0.001 2.067
intangible assets 1.124 0.397 0.017 1.538
TCE 1.037 0.802 -1.309 -0.001 0.529 |
Capital securities 0.383 0.017 0431 0.831
Part certificates 0.516 -0.428 0.088
Sub debt —undated 0.087 0.250 0.337
Sub debt — dated 0.418 0.076 0.494
Total 2.441 0.819 -0.980 -0.001 2.279 |

Source: SNS Reaal Group accounts and report, BNP Paribas

The consolidated position is nearly in line with the
€2.4bn demanded by the regulator of the insurance
company, but that is before the repayment to the
State. What is the total deficit on this side of the
restructuring? €721mn (€600mn related to the
repayment to the State and the premium and
€121mn of the shortfall. More importantly, the split
between Tier 1 and Tier 2 could require more
adjustment. See Table 11.
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Scenario 3c Bank funds, Bank/PF+SME spun

off,

insurer repays the State its part

Table 11: Simplified capital structure as Bank and PF
are spun off, Bank funds PF, insurer repays State

Reaal Zwits Hold co Elims Total
Shareholders’ equity 1.970 1.191 -1.292 -0.001 1.867
intangible assets 1.124 0.397 0.017 1.538
'TCE 0.846 0.794 -1.309 -0.001 0.329
Capital securities 0.431 0.431
Part certificates 0.516 -0.428 0.088
Sub debt —undated 0.087 0.250 0.337
Sub debt — dated 0.418 0.076 0.494
Total 1.867 0.794 -0.980 -0.001 1.679 |

Source: SNS Reaal Group accounts and report, BNP Paribas

Notice that gearing is high (80%) as the Group ends
up with only €329mn of Tangible Core Equity, the
Foundation’s capital securities remain in the capital
structure but are debt.

The insurance operations and the holding company
averaged net income of €58mn from 2000 to H1
2012. The average from 2007 was €14mn and from
2009 €153mn. Zwitserleven has not really
contributed to the bottom line and the holding
company costs absorb much of Reaal’s profit.

On the basis of the above, the time it would take the
insurer to make up the €721mn shortfall will range
from five to fifty years, depending on your view of the
expected profitability of the combined insurer and
holding company.

Appendix - Cost of debt and stopping coupons

Ultimately, the EC will dictate whether a coupon on a
subordinated bond should be deferred or lost and the
company will not have a say on this decision.

However, we strongly believe that stopping coupon
payments on subordinated debt is counterproductive
as the issuer needs to maintain, as much as
possible, an open door to the capital markets. It is no
good saying on the one hand that the State should
not support its institutions while, on the other, taking
actions that prevent the institution from returning to
the debt capital markets and reducing its
dependence on the State.

In the case of SNS the cost of the coupons that can
be cancelled (from the undated bonds from SNS
Bank, SRLev and SNS Reaal) amount to less than
€60mn. If the Group needs an extra €1bn to €1.8bn
in capital, these coupons would only replace that in a
period of seventeen to thirty years. This makes no
financial sense.
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Appendix - Bond valuations based on coupons
lost and principal returned in the future

Table 12: Valuation of the SNS Bank 11.25% bond if
not called in 2019 as coupons are switched off

While the 6.258% is ‘cumulative’, we assume that the
ACSM would be inoperative and therefore at some
point the coupons deferred would be cancelled, so
we move to value them as coupons lost.

(discount rate 10%)

Table 13: Valuation of the SNS Reaal NV 6.258%
bond if not called in 2017 as coupons are switched
off (discount rate 10%)

Coupons lost Price
1 coupon lost 99
2 coupons lost 89
3 coupons lost 81
4 coupons lost 73
5 coupons lost 66
6 coupons lost 60
7 coupons lost 54
8 coupons lost 49
9 coupons lost 45
10 coupons lost 41
Longer term scenarios

No coupons paid for 20 years, principal returned 29
No coupons paid for 30 years, principal returned 11
No coupons paid for 50 years, principal returned 2

Source: BNP Paribas

The main concern investors have is with the 11.25%
undated subordinated bond, as the coupons if
passed would be lost.

For other bonds, having a legal claim for a
cumulative but deferred coupon in this scenario of
run off is of little comfort.

When we say that 1 coupon (or 2, 3, 4...) is lost, we
assume that subsequently they are paid, but the
principal is only returned until 2099.

We hasten to add that we do not believe that most of
these scenarios are likely. A run-off would end much
sooner and the obligation to return at least the
principal would still exist. We prepared the valuation
tables as references for those who think that looking
at doomsday scenarios makes sense.

We all know that the market sometimes can
overreact and can misprice bonds, at which time
investors can decide to buy according to their own
expectations.

The choice of discount rate for the cash flows is fair
but clearly discretionary and applying much higher
levels may not be realistic as few shareholders
actually earn a 10% return and these are bonds
protected by equity and provisions.

Investors must consider that the run-off may last less
than ten years and that the return of principal at that
time would increase the value of the bond
substantially.

As an instance, the 11.25% would be priced at 52 if it
paid no coupons for 7 years and then returned the
principal in 2020 with a single coupon attached to it.
Since the discount rate is below the coupon rate
even after 2019, the extension adds value, hence the
54 price above. The current price is 61.
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Coupons lost Price
1 coupon lost 33
2 coupons lost 28
3 coupons lost 23
4 coupons lost 19
5 coupons lost 15
6 coupons lost 14
7 coupons lost 13
8 coupons lost 11
9 coupons lost 10
10 coupons lost, bond keeps running 9

Longer term scenarios

No coupons paid for 20 years, principal returned 2033 17

No coupons paid for 30 years, principal returned 2043 7

No coupons paid for 50 years, principal returned 2063 1

Source: BNP Paribas

®  As an instance, the 6.258% would be priced at 59 if it
paid no coupons for 7 years and then returned the
principal in 2020 with a single coupon attached to it.
This is substantially higher than the value of 13
shown on Table 13.

m  With the call date in 2016, the SRLEV CH 105mn 7%

bond is unlikely to be called according to scenarios
3a, 3b and 3c.

Table 14: Valuation of the SRLEV 7% bond if not
called in 2016 as coupons deferred (discount rate
10%)

Coupons lost

Price

1 coupon deferred, principal and coupon paid in 2099 60

2 coupons deferred, principal and coupon paid in 2099 53

3 coupons deferred, principal and coupon paid in 2099 48

4 coupons deferred, principal and coupon paid in 2099 43

5 coupons deferred, principal and coupon paid in 2099 39

6 coupons deferred, principal and coupon paid in 2099 35

Source: BNP Paribas

Table 15: Valuation of the SRLEV 9% bond if not
called in 2017 as coupons are switched off (discount
rate 10%)

Coupons lost

Price

1 coupon deferred, principal and coupon paid in 2041 75

2 coupons deferred, principal and coupon paid in 2041 68

3 coupons deferred, principal and coupon paid in 2041 62

4 coupons deferred, principal and coupon paid in 2041 56

5 coupons deferred, principal and coupon paid in 2041 51

6 coupons deferred, principal and coupon paid in 2041 47

Source: BNP Paribas
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Appendix - Dutch Intervention Act

m  The legal basis for splitting SNS and its asset
transfer is provided for by the Dutch Intervention Act
which came into force in June 2012, allowing the
Dutch Central Bank (CB) and Dutch Minister of
Finance to intervene in respect of failing Banks (or
insurance companies) without there being a sufficient
or timely possibility of recovery.

m  The Intervention Act is different from a resolution
regime (which was drafted but not yet finalised yet in
the Netherlands) as it does not contain proposals for
recovery or resolution plans or bail-in. However, the
Act introduces new instruments for the government
to intervene when a Bank (or insurer) gets into
trouble.

m At the early intervention stage, the Act gives the
Dutch CB power to prepare a Transfer Plan,
specifying which deposits, assets, liabilities and
shares of the ailing entity are to be transferred and
also price for the transfer (including price
justification). If the Amsterdam District Court
approves this plan then all or part of the ailing entity
(Bank or insurer) could be sold to a suitable private
purchaser or to the bridge Bank without the approval
of the company’s management.

m  The bridge Bank could be established by the Dutch
State or the Dutch CB. However, the bridge Bank
could hold the assets and liabilities or shares of the
ailing Bank or insurer only temporarily while looking
for a private investor. Additionally, the transfer of
whole or part of deposits will be covered by the
Dutch Deposit Guarantee Scheme.

m In the case when the Ministry of Finance is of the
view that the stability of the financial system is in
serious and immediate danger because of the ailing
entity, the Minister (after consultations with the Dutch
Central Bank) can take over the internal powers of
the entity (such as temporary suspension of
shareholder voting rights) and even proceed to
expropriating assets of the failing Bank or insurer.
The power of expropriation is intended to be invoked
as a last resort measure.

m  The Intervention Act does not provide for a bail-in
tool. As we mentioned in our note on 8 January, the
draft of the Dutch resolution regime has not been
finalised yet. It is implementation is expected before
January 2015. However, as we saw in other
European countries, the emergency resolution
regime could be adopted quite quickly, if necessary.

Within the last 12 months, BNP Paribas was involved in bond
offerings for SNS Bank.
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European Credit Research  www.GlobalMarkets.bnpparibas.com



CORPORATE & INVESTMENT BANKING

E BNP PARIBAS The bank for a changing world

Appendix — Summary of scenarios

Table 16: Summary of scenarios

Scenario Probability Rationale Conclusion

la Insurer sold at book value — Table 2 Very low It solves problems No growth, multiple of earnings too
high. Positive for Bank and holding
company bonds but unlikely to happen.

1b Insurer sold at discount to book value — Table 3 Low It solves problems No growth, multiple of earnings too
high. Positive for Bank and holding
company bonds but unlikely to happen.

1c Insurer sold at tangible book value — Table 4 Low It is insufficient to Still somewhat unlikely as management
resolve problems may believe that the insurer is worth
more but it does not solve problems so
why execute it? Indifferent for all bonds
and unlikely to happen.

The recommendation s on the insurer's
bonds would depend on who the buyer

is.
2a PF+SME spun off, holding company funds Medium low Solves Bank and PF  Hard to rationalise, Bank
PF+SME provisions, the Bank remains in the Group - but worse for hold co  overcapitalised great for Bank
Tables 5 and 7 (Table 9 shows the capital structure if and insurer bondholders but unfair and negative for
the Bank is also spun off) holding and insurer company bonds.

Deficit is large in relation to average
earnings of €218mn without PF unit.

2b PF+SME spun off, Bank funds PF+SME Medium low Solves Bank and PF Negative to Bank subordinated
provisions with subordinated bonds, the Bank deficits and Bank and  bondholders if transferred but hard to
remains in the Group — Tables 6 and 8 Insurer earnings remainjustify. It would take three years of

in the group earnings to restore the deficit of the

(Table 10 shows capital structure if the Bank is also \ ) . 3
Bank’s capital requirements. Earnings

spun off) of Bank and Insurer can restore
financial position.

2c PF+SME spun off Bank funds PF with equity, Low Again, the PF is funded and the Bank

Bank remains in the Group Solves PF but Bank  Needs three years of earnings to restore

(Not discussed in the note as it debilitates the Bank’s ends with Tier 1 deficit 1S T1 position. The deficit in T1 for both

Tier 1 position) to requirements insurer and Bank is €0.4bn if undated
subordinated debt and participation
certificates are included, but the overall
deficit for the Bank and Insurer on
Consolidated capital is €1.1bn or about
six years of earnings. Refer to tables to
see value of bonds for six coupons lost
or deferred, respectively.

3a Insurance and holding company position if the Low Clean break for Bank  Hold co and insurer left highly geared

Bank and PF+SME spun off after holding company and PF (133%). Gearing at Group extremely

funds PF — Table 9 high, negative for holding company and

insurer bonds. Hard to justify funding by
holding company.

3b Insurance and holding company position if the Medium high Clean break for Bank Hold co and insurer left highly geared

Bank and PF+SME spun off after the Bank funds PF and PF (80%). Gearing at Group still high but

— Table 10 more manageable, negative for holding
company and insurer bonds.

3c Insurance and holding company position if the High Clean break for Bank  Positive for Bank bonds. Negative for

Bank and PF+SME spun off after the Bank funds PF and PF insurance and holding company bonds,

and the insurer repays the State — particularly perpetual.

Table 11 shows insurer shortfall Insurer shows shortfall of €0.7bn which

represents four to fifty years of earnings
depending on which average of
earnings you believe is sustainable.

Source; BNP Paribas
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Table 17: Summary of scenarios

Scenario Effect on insurer’s bonds Effect on Bank’s bonds Effect on Holding company’s bonds

la Depending on buyer Positive Positive

1b Depending on buyer Positive Positive

1c Depending on buyer Positive Positive

2a Negative Positive Negative

2b Neutral to positive If bonds are transferred to PF, Positive as Bank and insurer can
negative for 11.25% as loss of restore with c.2 years of earnings
principal is likely positive for 6.258%

3a Very negative Positive, Bank overcapitalised Very negative

3b Mildly negative due to gearing of the If bonds are transferred to PF, Positive

Group (still needs to repay state) negative

3c Negative (5-12 years earnings) If bonds are transferred to PF, Neutral to negative, dependent on

negative insurer’s earnings

Source: BNP Paribas
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Appendix - Capital structure changes over time

Table 18: Capital structures of the units as of 30 June 2012

Bank PF+SME Reaal Zwitserleven Hold co Elims Total
Shareholders’ equity 1.600 0.137 2.161 1.199 -1.292 -0.001 3.804
less intangible assets 0.150 1.124 0.397 0.017 1.688
|Tangib|e shareholders' equity 1.450 0.137 1.037 0.802 -1.309 -0.001 2.116
Capital securities 0.156 0.383 0.017 0.431 0.987
Part cert 0.281 0.088 0.369
Sub debt 0.634 0.830 1.464
Debt certificates 22.548 0.551 -0.427 22.672
ITotaI 25.069 0.137 2.338 0.819 -0.327 -0.428 27.608
Equity 1.450 0.137 1.037 0.802 -1.309 -0.001 2.116
Hybrid and sub 1.071 - 1.301 0.017 0.431 - 2.820
Debt certificates 22.548 - - - 0.551 -0.427 22.672
ITotaI 25.069 0.137 2.338 0.819 -0.327 -0.428 27.608
Source: BNP Paribas, SNS Reaal Group’s reports and accounts
Table 19: Capital structures of the units as of end of 2006 (prior to acquisitions)
Bank PF+SME Reaal Zwitserleven Hold co Elims Total
Shareholders’ equity 2.097 1.307 3.200 -3.404 3.200
less intangible assets 0.214 0.669 0.883
I'I'angible shareholders' equity 1.883 - 0.638 - 3.200 -3.404 2.317
Capital securities -
Part cert 1.448 0.120 0.299 -0.203 1.664
Sub debt -
Debt certificates 30.841 0.418 31.259
ITotaI 34.172 - 0.758 - 3.917 - 3.607 35.240
Equity 1.883 - 0.638 - 3.200 -3.404 2.317
Hybrid and sub 1.448 - 0.120 - 0.299 -0.203 1.664
Debt certificates 30.841 - - - 0.418 - 31.259
I'I'otal 34.172 - 0.758 - 3.917 -3.607 35.240
Source: BNP Paribas, SNS Reaal Group’s reports and accounts
Table 20: Capital structures of the units as of end of 2009 (after acquisitions and state aid)
Bank PF+SME Reaal Zwitserleven Hold co Elims Total
Shareholders’ equity 1.437 0.737 1.455 1.120 -0.686 - 4.063
less intangible assets 0.126 0.117 1.629 0.807 0.018 2.697
|Tangib|e shareholders' equity 1.311 0.620 -0.174 0.313 -0.704 - 1.366
Capital securities 0.260 0.678 0.047 0.014 0.999
Part cert 1.559 0.748 0.215 0.600 -1.140 1.982
Sub debt -
Debt certificates 30.739 1.976 0.398 -0.157 32.956
|Tota| 33.869 0.620 3.228 0.575 0.308 -1.297 37.303
Equity 1.311 0.620 -0.174 0.313 -0.704 - 1.366
Hybrid and sub 1.819 - 1.426 0.262 0.614 -1.140 2.981
Debt certificates 30.739 - 1.976 - 0.398 -0.157 32.956
|Tota| 33.869 0.620 3.228 0.575 0.308 -1.297 37.303

Source: BNP Paribas, SNS Reaal Group's reports and accounts
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