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Research Update:

National Australia Bank Ltd. & Subsidiaries’
Ratings Lowered On Criteria Change

Overview

* Following a review under Standard & Poor's revised bank criteria
(published on Nov. 9, 2011), we have |l owered our long-termissuer credit
rating on National Australia Bank Ltd (NAB) to 'AA-' from'AA . Qur
"A-1+' short-termrating on NAB is affirned. The outl ook is stable.

e Qur ratings on subsidiaries of NAB have al so been | owered foll owi ng our
review (see Ratings List).

e Qur ratings on NAB reflect the anchor SACP for a bank operating mainly in
Australia; plus the bank's strong business position, and its adequate
capital and earnings, risk position, and liquidity; average funding; and
potential governnment support.

» The stable outlook reflects our expectation that capital will continue to
i mprove over the next 12-18 nonths, asset quality will not deteriorate
materially, and funding risks will be satisfactorily managed.

Rating Action

As we previously announced on Dec. 1, 2011, Standard & Poor's Ratings Services
has lowered its long-termissuer credit rating on National Australia Bank
(NAB) to "AA-'. The 'A-1+'" short-termrating is affirnmed. Qur |ong-termissuer
credit rating on Bank of New Zeal and Ltd., NAB s core New Zeal and banki ng
subsi diary, has also been lowered to 'AA-". Qur long-termissuer credit rating
on Clydesdal e Bank PLC, NAB' s noderatel y-strategi c U K. banki ng subsidiary,
has been lowered to 'BBB+' . The ratings on NAB s insurance and

weal t h- managenent subsi diari es have al so been | owered (see Ratings List). Al
the outl ooks are stable.

Further, we have wi thdrawn our bank fundamental strength rating on NAB

Rationale

Qur ratings on NAB reflect the anchor stand-alone credit profile (SACP) for a
bank operating mainly in Australia; plus the bank's "strong" business
position, and its "adequate" capital and earnings, risk position, and
liquidity; "average" funding; and potential government support.

Qur bank criteria use the BICRA economic risk and industry risk scores to
determnmi ne a bank's anchor stand-alone credit profile SACP, the starting point
in assigning an I CR The anchor SACP for a bank operating only in Australia is
"a-'. NAB conducts about 80% of its lending in its Australian hone narket. The
Bl CRA score is informed by our evaluation of economc risk, where we view
Australia as a wealthy, open, and resilient econony. W consider that build-up
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of private sector credit and asset prices has eased in the recent years, and
that noderate private sector debt is offset by conservative |ending practices
and a creditor-supportive |legal franework. Wth regard to industry risk, our
assessnment of the Australian banking industry is underpinned by the country's
conservati ve and conprehensi ve regul ati on, and the banking sector's very | ow
risk appetite, partly offset by limted funding support from custoner deposits
and a material dependence on net external borrowi ngs. CQutside Australia, NAB
conducts about 10%of its lending in the U K (which has an economc risk
score of '4'), and about 10%in New Zeal and (economic risk score of '3').
These countries' weaker econom c risk scores conpared with Australia result in
a weaker wei ghted average economc risk score for NAB, but not to an extent
that affects our anchor SACP on NAB

The SACP for NAB is 'a'.

We assess NAB's business position as "strong", and likely to be an enduring
positive feature of the bank's credit standing. NAB is one of four major
banki ng groups dom nating the Australian and New Zeal and retail and conmercia
banki ng sectors. Positive business diversity is also afforded by the bank's
good asset managenent and i nsurance busi nesses. W expect that a conbination
of these factors will provide a platformfor |ong-standing business stability.
NAB' s U. K. banki ng subsidi ary, however, is underperformng relative to NAB' s
ot her maj or businesses, and is a negative counterpoint of NAB s business
position conmpared with the business positions of its three major
Austral i an-based conpetitors. That said, this currently does not change our
view that NAB' s overall business position remains "strong". NAB' s strategy and
forward prospects are generally viewed by us as sound.

VWiile in our view NAB' s capitalization is "adequate", we note that it conpares
| east favorably with its three najor donestic conpetitors. Qur view takes into
account our expectation that NAB' s capitalization under our criteria wll
steadily inprove over the next 12-18 nonths to about 8% on a Standard & Poor's
ri sk-adjusted capital basis. NAB' s forward-earnings prospects remain sound and
consistent with the current rating.

We assess NAB' s risk position as "adequate". This is primarily because risks
are well diversified across the bank's retail, conmercial, and corporate
banki ng activities, and because these sectors remain in relatively good

heal th. Exposures to higher-risk banking activities are considered manageabl e
at the current rating level. Al though the bank's | oss experience over the past
10 years compares |less favorably with major donestic competitors, and included
sone mmj or risk-managenent | osses, we believe that forward prospects are nore
likely to remain broadly conparable with donestic peers'.

In the context that systemw de funding is considered by us to be an
"intermedi ate" risk that negatively inpacts our view of the Australian banking
sector, we nonethel ess consider NAB's funding to be "average" and its
liquidity "adequate". Similar to other Australian major banks, NAB is
considered by us to be materially reliant on whol esal e fundi ng, which we view
as a negative rating factor. W note, however, that systemw de funding risks
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are to a large extent taken into account by us in our downward revision of
Australia's BICRA assessnent, to '2' from'1'.

Qur counterparty credit rating on NAB is two notches higher than the SACP
reflecting our view of a high likelihood of extraordinary governnment support
inacrisis. W believe this is due to NAB's high systenic inportance in
Australia, and our assessnent of the Australian government as highly
supportive of institutions that are core to the national econony.

We have |owered the issue ratings on NAB' s non-deferrable senior subordinated
debt to "A' from'AA-', which is one notch bel ow NAB's SACP, because we
believe that Australia's legal and regulatory framework could all ow
authorities to instigate restructuring of a failing bank to the detrinent of
non- def errabl e subordi nated debt. W note that the short-to-nediumterm
prospects for NAB experiencing financial distress of this magnitude are | ow.
We have |ikew se | owered the issue ratings on NAB's hybrid capital instrunents
to 'BBB', three notches bel ow t he bank's SACP. Under our criteria, the
three-notch differential reflects the narrowdistributable-profits test that
is applicable to hybrid-capital instruments issued by Australian banks.

Outlook
The stable outl ook reflects our expectation that NAB's capital will inprove
over the short-to-nediumterm and that the bank's risk position will not

deteriorate materially, noting that asset quality is recovering fromthe
recent Australian econom ¢ downturn and NAB's U K. loan wite-offs. W al so
expect that the steady transition to inproved deposit |evels and | onger-tenor
whol esal e fundi ng can conti nue.

The nost likely factor that we believe could contribute to a lowering of the
ratings is if NAB is unsuccessful in increasing capital in accordance with our
expectations. In order for us to gain enduring confort at the current rating

| evel , we expect that NAB will achieve a risk-adjusted capital ratio of about
8% by March 31, 2013, and that it can be maintai ned on an ongoi ng basis. W
expect the sane capital ratio to be achievable by BNZ. The rating could al so
be I owered if our view of funding weakens conpared to donestic peers, or
potentially if the peer group as a whole deteriorates. At the current rating

| evel we expect that the knock-on effects of volatile global debt markets
because of euro-zone stresses, or other factors, will be adequately nmanaged;
if not, it could result in negative ratings nonentum Finally, we have nininal
appetite at the current rating level for NAB experiencing naterial |osses, as
we woul d deemit as indicating weaknesses in the bank's risk-nmanagenent
capabilities--should any enmerge, negative ratings nmomentum coul d occur

The ratings woul d al so cone under pressure should the sovereign rating on
Australia be | owered, which would likely inpact the | evel of government
support factored into the counterparty credit rating. In our view, this is an
unli kely scenario in the short-to-nmediumterm

We currently believe there are | ow prospects of positive ratings momentumin
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the short-to mediumterm Rather, we see NAB's chall enge being to consolidate
its credit-standing at the current ratings |evel.

We are continuing to closely nonitor NAB's U. K. strategy, including the
potential for positive or negative ratings developments. This is nost |ikely
to occur should NAB eventually sell dydesdale, which we independently believe
is a possibility; or alternately that NAB will retain C ydesdal e and
potentially build upon its U K beach head. In the interim we wll continue
to monitor C ydesdal e's SACP, which has been negatively affected by the
recently difficult U K econom c environment.

Ratings Snapshot

| ssuer credit rating AA-/ St abl e/ A- 1+
SACP a
Anchor a-
Busi ness position Strong (1)
Capital and earnings Adequat e (0)
Ri sk position Adequat e (0)

Funding and liquidity Aver age and adequate (0)

Suppor t +2
GRE support 0
G oup support 0
Soverei gn support +2

Addi tional factors 0

Related Criteria And Research

 Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011

* Banking I ndustry Country Ri sk Assessment Methodol ogy And Assunpti ons,
Nov. 9, 2011

e Group Rating Methodol ogy And Assunptions, Nov. 9, 2011

e Bank Hybrid Capital Methodol ogy And Assunptions, Nov. 1, 2011

« Rating Governnent-Related Entities: Methodol ogy And Assunptions, Dec. 9,
2010

Ratings List

Downgr aded
To From
National Australia Bank Ltd.
Certificate of deposit AA- AA
M.C Ltd.
| ssuer credit rating
Local currency AA-/ St abl e/ - - AA/ St abl e/ - -
Fi nancial strength rating
Local currency AA-/ St abl e/ - - AA/ St abl e/ - -
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Nat i onal
| ssuer

Weal t h Managenent
credit rating

Hol di ngs Ltd.

Nati onal Australia Bank Ltd
Seni or unsecured (198 issues)
Subor di nated (19 issues)

Juni or subordi nated (3 issues)
Preferred stock (2 issues)
Certificate of deposit (1 issue)

BNZ | nconme Securities 2 Ltd.
Preference stock (1 issue)

BNZ | ncone Securities Ltd.
Preferred stock (1 issue)

BNZ | nternationa
Seni or

Fundi ng Ltd.
unsecured (16 issues)

Bank of New Zeal and
Seni or unsecured (12 issues)
Subordi nated (1 issue)

Nati onal Capital Instrunents [Euro] LLC
Subordi nated (1 issue)

Nati onal Capital Trust 111
Subordi nated (1 issue)

Nati onal Wealth Managenent Hol di ngs Ltd.
Seni or unsecured (5 issues)
Subordi nated (1 issue)

Cl ydesdal e Bank PLC
Seni or unsecur ed
Subor di nat ed
Commer ci al Paper

National Australia Bank Ltd
Bank of New Zeal and
Counterparty credit rating
Cl ydesdal e Bank PLC
Counterparty credit rating
Bank of New Zeal and
Certificate of deposit

A+/ St abl e/ A-1

BBB

BBB

BBB

A+

BBB+
BBB-
A-2

AA-/ St abl e/ A- 1+

BBB+/ St abl e/ A- 2
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Local currency AA- AA

Not - Rat ed Acti on

To From
Nati onal Australia Bank Ltd.
Bank fundanental strength rating
Local currency NR A
Bank of New Zeal and
Bank fundanental strength rating
Local currency NR B+
Rati ngs Affirned
Nati onal Australia Bank Ltd.
Seni or unsecured (39 issues) ChAAA
Conmer ci al paper (1 issue) A-1+
BNZ | nternational Funding Ltd.
Seni or unsecured (3 issues) CnAAA
Conmrer ci al paper (2 issues) A-1+
Bank of New Zeal and
Certificate of deposit (1 issue) A-1+
Nati onal Australia Funding (DE) Inc.
Conmer ci al paper (1 issue) A-1+

Conplete ratings information is avail able to subscribers of RatingsDirect on
the G obal Credit Portal at www gl obalcreditportal.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

col umm.

Standard & Poor's (Australia) Pty. Ltd. holds Australian financial services licence number 337565 under the Corporations Act 2001. Standard & Poor's credit ratings and
related research are not intended for and must not be distributed to any person in Australia other than a wholesale client (as defined in Chapter 7 of the Corporations
Act).
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