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Research Update:

Netherlands-Based ING Bank Outlook Revised To
Stable On Strengthening Capital; 'A/A-1' Ratings
Affirmed

Overview

« W believe that Netherl ands-based | NG Bank's inproving earnings capacity
and capitalization could lead to a strengthening of our main neasure of
proj ected capital adequacy in the near term

e In addition to its inproving internal capital generation capacity, we
take into account ING Groep's recent Tier 1 capital notes issue to
support | NG Bank's capital position

* W are revising our outlook on I NG Bank to stable from negative and
affirmng our ' A/A-1'" ratings, while assigning a 'BB-' rating to I NG
Groep' s notes.

e The outl ook reflects our belief that the bank's capital strengthening
will Iikely conpensate for the probable renoval before end-2015 of the
notch of uplift for government support we factor into our rating if we
consi der that extraordinary governnent support is |less predictable under
the EU Bank Recovery and Resol ution Directive.

Rating Action

On June 8, 2015, Standard & Poor's Ratings Services revised its outlook to
stabl e from negative on Netherl ands-based I NG Bank N.V., | NG Bank's banki ng
subsi di aries | NG Bel gi um SA/ NV and | NG Fi nanci al Markets LLC, and | NG Bank's
Dublin branch. At the sanme tinme, we affirnmed our ' A/A-1" |long- and short-term
counterparty credit ratings on all four entities.

Simlarly, we affirned our 'A-/A-2' ratings on |ING Bank's hol di ng conmpany, | NG
Groep N.V. and revised the outl ook to stable from negative

W al so assigned our 'BB-' long-termissue rating to the fixed-rate reset
perpetual additional Tier 1 (AT1l) capital notes issued by I NG G oep, which
will qualify for intermediate equity content under our nethodol ogy.

Rationale

The outl ook revision to stable and affirnmation of our "A/A-1" ratings on I NG
Bank reflect our view that positive trends in | NG Bank's earni ngs capacity and
capitalization will likely offset the potential reduction in extraordinary
gover nnent support.
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We currently view I NG Bank's capital and earnings as adequate, as our criteria
define this term This is based primarily on our assunption that the bank's
projected risk-adjusted capital (RAC) ratio before diversification adjustnents
will likely stand at 9.75% 10.25% w thin the next 18 nonths, conpared wth
9.1% as of Dec. 31, 2014, and 8.9% as of Dec. 31, 2013. Although our expected
RAC ratio of 9.75% 10.25%is not materially above 10% we expect that a

conbi nati on of inproving operating profitability, absence of material one-tinme
charges in 2015-2016, and nmamnagerent gui dance on regul atory capital targets
will likely give us increasing confidence on the group's steady capita
position. As a result, we could revise our assessnent of capital and earnings
upward over the next six to 12 nonths.

We view I NG Bank's profitability as adequate conpared with that of peers, wth
our calculation of core earnings to adjusted assets at 0.47%in 2014, which
conpares a little nore favorably against other |arge Dutch peers and ot her

| arge European banks. Net results were hit in 2014 by a | arge amount of
nonrecurring items, including €303 mllion for the one-tine levy for the
rescue of SNS Reaal by the Dutch state inposed on all Dutch banks in 2014, and
€653 million for nmaking the Dutch Defined Benefit pension fund financially

i ndependent. Excludi ng these negative effects, the bank's 2014 core earnings
remai ned stable conpared with 2013, even after the deconsolidation of |ING
Vysya Bank. The bank nanaged to maintain a resilient net interest margin
despite the persistent lowinterest-rate environment. Loan inpairnent charges
decreased in 2014 by 30% benefiting notably froma gradual inprovenent in the
real estate market in The Netherlands. | NG Bank's cost efficiency renmains
broadly in line with its peers, with a cost-to-incone ratio, by our neasures,
at 56%in 2014.

Qur revised forecast of a RAC ratio inproving gradually to 9.75% 10.25%in the
next 18 nmonths prinarily factors in ING Groep's issuance in April 2015 of
US$2. 25 billion of fixed-rate reset perpetual ATl capital notes. The US$2.25
billion ATl issue contributed to a 50 basis point (bps) increase of our pro
forman RAC ratio at year-end 2014. O her key assunptions are
* 3% 5% annual growh in I ending and credit risk-weighted assets in
2015- 2016;
* A 1%3%increase in upfront costs as a result of information technol ogy
proj ects being inpl enented;
* Asnall additional inprovenent in the net interest nargin over tinmne;
 Further gradual decrease in |oan inpairnment charges in 2015 and 2016;
* 10% annual phasing out of the "old style" Tier 1 hybrids currently
included in total adjusted capital, with no replacenment hybrids assuned
at this stage; and
A 40% pay-out ratio at the group level, effective from 2015.

The group nmade further progress in inplenenting its repositioning strategy. It
fully repaid Dutch State Aid during the |ast quarter of 2014 and conpleted the
sal e of Voya Financial Inc. during the first quarter of 2015.

The I NG group is actively engaged in the full divestnent of its renmaining
stake in the insurance conpany NN Group. On May 28, 2015, the group announced
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that it had reduced its stake in NN Group's outstanding capital to 42.4%from
54.8% Recent divestnents have led to the elimnation of double | everage at

t he hol di ng conpany | evel. The group intends to conplete its divestnment in NN
G oup, in an orderly manner, ultimately by the end of 2016. Thereafter, we
understand that I NG G oup will consist of banking operations only.

The group estinmates that, adjusted for full divestnent of NN Group shares, the
ING Group's pro forma fully | oaded conmon equity Tier 1 (CET1) ratio would
have been 13.5% on March 31, 2015, which represents a capital surplus in
excess of €6.6 billion over the bank's CET1. Indeed, at end-March 2015, the
bank estimated its Basel |1l fully loaded core Tier 1 ratio at 11.4% conpared
with a mininuminternal target of 10% This ratio remined stable conpared
with that at year-end 2014 because of the decision to upstream €1 billion to
the group while reporting an underlying quarterly net profit of €1.137
billion. W assume that the bank will maintain at |east an equival ent buffer
over tine.

The group intends to manage its capital surplus at the hol ding conmpany | evel.
At this stage, we do not incorporate this amount in our RAC ratio cal culation
We recogni ze that this anbunt enhances the group's overall financial
flexibility, but its permanence cannot be ascertai ned, given that the group's
policy is to use this surplus for evolving regulatory requirements but also to
return capital through an attractive dividend. As already stated, the group
announced its intention to pay a dividend of 40% of I NG G oup's annual net
profits.

The US$2.25 billion perpetual notes represent ING Groep's first additional ATl

i ssuance. W understand that the notes will rank senior to ordinary shares,
pari passu with already issued perpetual hybrid capital and debt securities,
and subordinated to nore senior debt. W assigned a 'BB-' issue rating to

these notes in accordance with our criteria for hybrid capital instruments

(see "Bank Hybrid Capital And Nondeferrabl e Subordinated Debt Methodol ogy And

Assunptions,"” published Jan. 29, 2015). The 'BB-' issue rating reflects our

assessment of ING G oep's unsupported group credit profile of 'a-' and our

approach, which involves deducti ng:

* One notch because the notes are contractually subordi nat ed;

e Two notches because the notes have Tier 1 regulatory capital status;

* One notch because the notes contain a contractual conversion clause;

e One notch because the instrument contains a goi ng-concern conversion
trigger (defined as the CET1 ratio falling below 7%, and we expect that
the distance to the trigger will remain within a range of 301 bps-700
bps; and

* One notch because the notes are issued by a nonoperating hol di ng conpany,
where we see potential structural subordination and we consider it
uncl ear whether I NG Groep woul d avoid defaulting on this instrunent if
I NG Bank was to default on an equivalent hybrid instrument. For nore
informati on on the use of this notch, see "Credit FAQ The Rating
I mplications OF The Energi ng Bank Resol ution Frameworks In The U. K
Germany, Austria, And Switzerland," published on Feb. 3, 2015.
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The notes are part of ING Goep's Tier 1 capital base. Consequently, we al so
assigned internediate equity content to themunder our criteria. This reflects
our view that they can absorb goi ng-concern | osses through discretionary
coupon cancel lation, they are perpetual, and there is no coupon step-up

Outlook

The stable outl ook on I NG Bank i ndicates our view that the gradual

strengt heni ng of the bank's capital and earnings position will likely lead to
a one-notch uplift of the bank's stand-alone credit profile (SACP), which wll
conpensate for the probable renoval of the notch of uplift above the bank's
SACP that reflects our expectation of extraordi nary government support. W
woul d renove this notch if we consider that, by year-end 2015, extraordinary
government support is |ess predictable under the new EU Bank Recovery and
Resol ution Directive. W would consequently affirmour |ong-termcounterparty
credit rating on the bank

Qur view on the strengthening of the bank's capital position relies on the

fol |l owi ng expectations:

« A continuing inprovenent of preprovision operating income to average
assets, getting closer to 1.00%

« A further gradual decrease in |loan inpairnment charges in 2015 and 2016;

e« Acontrolled 3%5%annual growth in |l ending and credit risk-weighted
assets;

e A 40% pay-out ratio at the group level, effective from 2015; and

* The bank's nai ntenance of a buffer above its stated CET1 mi ni muminterna
target of 10% equivalent to its current level, while part of the
multibillion euro capital surplus nmanaged at the hol di ng conpany level is
preserved.

We could | ower our rating on I NG Bank before year-end 2015 if we were to
consi der that the bank's projected RAC ratio would remai n weaker than we
currently expect and stay below or just around 10% during the next two years,
whi | e our expectation of extraordi nary governnment support fades.

We coul d raise our rating on ING Bank if we consider that potentia

extraordi nary governnent support for |NG Bank's senior unsecured creditors is
unchanged in practice, despite the introduction of bail-in powers and
international efforts to increase the banks' resolvability, and if
concomtantly we see a strong |ikelihood of our RAC ratio for the bank

i mprovi ng sustainably to nore than 10%

Ratings Score Snapshot

I NG Bank N. V.
| ssuer Credit Rating Al Stabl e/ A- 1
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SACP a-
Anchor bbb+
Busi ness Position Strong (+1)
Capital and Earnings Adequat e (0)
Ri sk Position Adequat e (0)
Fundi ng and Liquidity Aver age and Adequate (0)
Suppor t +1
CGRE Support 0
G oup Support 0
Gover nment Support +1
Addi tional Factors 0
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Qut |l ook Action; Ratings Affirnmed

To From
NG Bank N. V.
NG Fi nanci al Markets, LLC
NG Bel gi um S. A/ N. V.
NG Bank N.V. (Dublin Branch)
Counterparty Credit Rating Al Stable/ A1 Al Negativel/ A-1
NG Groep N. V.
Counterparty Credit Rating A-/ Stabl e/ A-2 A-/ Negative/ A- 2
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Ratings Affirmed

I NG Bank N. V.
Seni or Unsecured A
Subor di nat ed BBB
Certificate O Deposit A1
Conmrer ci al Paper A1

I NG (US) Funding LLC
Conmer ci al Paper[1] A1

I NG (US) Issuance LLC
Seni or Unsecured[ 1] A

I NG Capital Funding Trust I11

Preferred Stock[ 2] BB
I NG G oep N. V.

Seni or Unsecur ed A-
Juni or Subor di nat ed BB
New Rati ng
I NG G oep N. V.

Juni or Subor di nat ed BB-

[ 1] Guarant eed by | NG Bank B. V.
[ 2] Guaranteed by I NG Groep N. V.

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

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitalig.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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