Rating Action: Moody's affirms Berner Kantonalbank's Aa1 deposit and A1
senior unsecured debt ratings
Global Credit Research - 14 Mar 2018
Outlook remains stable

Frankfurt am Main, March 14, 2018 -- Moody's Investors Service has today affirmed Berner Kantonalbank AG's
(BEKB) Aa1/P-1 deposit and A1 senior unsecured debt ratings. Moody's also affirmed the bank's a1 Baseline
Credit Assessment (BCA), its a1 Adjusted BCA and its Aa3(cr)/P-1(cr) Counterparty Risk Assessments (CR
Assessments). The outlook on the long-term ratings remains stable.
Please refer to the end of this press release for a list of all affected ratings.
RATINGS RATIONALE
AFFIRMATION OF BASELINE CREDIT ASSESSMENT
The affirmation of BEKB's a1 BCA and Adjusted BCA reflects the bank's strong and stable capitalisation, its
low asset risk profile and conservative risk provisioning strategy, as expressed by a general practice of early
recognition of impaired assets and extensive provisioning for these, and very sound liquidity metrics in the
context of limited market funding reliance.
BEKB continues to benefit from strong and high-quality capital both in absolute terms and relative to its riskweighted assets. With regulatory common equity tier 1 ratios consistently close to 20%, its core capital
provides material buffers to regulatory requirements as reflected in its dividend policy that limits payouts in
case those buffers fall below twice the regulatory requirement levels.
BEKB's loan portfolio is very granular, mainly exposed to residential real estate in the Canton of Berne area,
and highly collateralized. While the bank's reported (and improved) NPL ratio remains higher than best-in-class
peers, the rating agency views positively BEKB's early recognition of past due loans in combination with a high
level of cash provisioning of close to 140% (including general risk provisions), the latter also limiting any
negative pressure on the bank's future profits in an adverse economic scenario.
Moody's assessment also incorporates the relatively low profitability of BEKB -- albeit not unusual for a Swiss
regional bank - and the strain on Swiss banks' earnings as a result of the persistently low interest rate
environment, and its expectation of stable profitability going forward, despite the yield environment.
AFFIRMATION OF DEPOSIT, SENIOR UNSECURED RATINGS AND COUNTERPARTY RISK
ASSESSMENT
The affirmation of BEKB's ratings and its CR Assessments reflects the affirmation of its BCA and unchanged
results from Moody's Advanced Loss Given Failure (LGF) analysis, which takes into account the severity of
losses faced by different liability classes in resolution. For deposits, the analysis results in a very low lossgiven-failure and two notches of rating uplift and takes into account a flexible resolution framework in
Switzerland, which only excludes privileged deposits and covered bonds explicitly from bail-in, a cash-rich
corporate sector and the bank's deposit structure. For BEKB's senior unsecured liabilities, the LGF analysis
results in a high loss-given-failure and a positioning one notch below the BCA, prior to government support.
The ratings also reflect the assumption of a high probability of BEKB receiving (local) government support,
which provides a one-notch rating uplift to the bank's ratings. The high probability of government support takes
into account the majority ownership of the bank by the Canton of Berne and the bank's strong market position
in the region.
OUTLOOK
The outlook on BEKB's Aa1 deposit rating and A1 senior unsecured rating is stable, reflecting Moody's
expectation that BEKB's management sustains its cautious, risk-adverse strategy with material buffers to

regulatory requirements. The stable outlook is also based on a share of the Canton of Berne in the bank not
lower than current and a largely stable funding structure, which results in unchanged rating uplift from Moody's
LGF analysis.
WHAT COULD CHANGE THE RATING UP/DOWN
BEKB's ratings could be upgraded if (1) stronger credit fundamentals justify an upgrade of the BCA, and/or (2)
the volume of senior unsecured debt or further subordinated instruments increases, which could lead to
additional rating uplift (as assessed in Moody's Advanced LGF analysis), provided that Moody's government
support assumptions remain unchanged. The government support assumptions take into account the Canton
of Berne's longstanding majority ownership of the bank, although without an explicit statutory guarantee, as
well as the canton's creditworthiness.
Upward pressure could be exerted on BEKB's BCA if the bank manages to materially and sustainably increase
its profitability and significantly improves its liquid resources from current levels while sustaining the bank's
conservative asset risk profile and its strong capitalisation.
BEKB's ratings could be downgraded if (1) the BCA would come under pressure, (2) the credit profile of the
Canton of Berne deteriorates, or (3) the likelihood of the canton's stake (currently at 51.5%) falling below the
50.1% threshold were to increase. BEKB's deposit rating could be downgraded if the structure of the deposit
composition changes to a higher share of privileged retail deposits, which could lead to a lower rating uplift as
the share of deposits available for bail-in declines, as assessed in Moody's Advanced LGF analysis.
Downward pressure on BEKB's BCA could arise as a result of (1) a weakening of the bank's currently sound
liquidity profile, either through lower liquid reserves relative to a growing balance sheet or relatively higher
market funding reliability; (2) a deterioration in the Swiss Macro Profile; (3) a deterioration in the bank's asset
quality, especially if this deterioration is because of a marked slowdown in the domestic real-estate market and
impacts capitalization negatively; and/or (4) a prolonged weakening of the bank's recurring earnings.
LIST OF AFFECTED RATINGS
Issuer: Berner Kantonalbank AG
..Affirmations:
....Long-term Counterparty Risk Assessment, affirmed Aa3(cr)
....Short-term Counterparty Risk Assessment, affirmed P-1(cr)
....Long-term Bank Deposits, affirmed Aa1 Stable
....Short-term Bank Deposits, affirmed P-1
....Senior Unsecured, affirmed A1 Stable
....Adjusted Baseline Credit Assessment, affirmed a1
....Baseline Credit Assessment, affirmed a1
..Outlook Action:
....Outlook remains Stable
PRINCIPAL METHODOLOGY
The principal methodology used in these ratings was Banks published in September 2017. Please see the
Rating Methodologies page on www.moodys.com for a copy of this methodology.
REGULATORY DISCLOSURES
For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this

announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.
For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
credit rating action, and whose ratings may change as a result of this credit rating action, the associated
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated
entity.
Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.
Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
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MOODY’S PUBLICATIONS MAY INCLUDE MOODY’S CURRENT OPINIONS OF THE RELATIVE
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FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR
PRICE VOLATILITY. CREDIT RATINGS AND MOODY’S OPINIONS INCLUDED IN MOODY’S
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MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION.
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To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
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the use of or inability to use any such information, even if MOODY’S or any of its directors, officers, employees,
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damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage
arising where the relevant financial instrument is not the subject of a particular credit rating assigned by
MOODY’S.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any
contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the
use of or inability to use any such information.
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MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
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WHATSOEVER.
Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation
(“MCO”), hereby discloses that most issuers of debt securities (including corporate and municipal bonds,
debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have,
prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more
than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.”
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent
to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or
any form of security that is available to retail investors. It would be reckless and inappropriate for retail investors
to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should
contact your financial or other professional adviser.
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary
of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned
subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of
MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit
ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services
Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

