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Introduction

2

In 1988, the Basel Committee on Banking Supervision (BCBS) published

a set of rules regarding the capital adequacy requirements for banks.
These rules are known as the 1988 Basel Capital Accord, or Basel I. Basel |
targeted credit risk, requiring banks to hold capital equal to at least 8% of
the risk-weighted value of their assets and off-balance sheet commitments.
Supplementary rules related to trading risk were added in 1996 in a
European Directive related to market risks. Under the Basel | Accord the
amount of capital to be put aside by a bank as a buffer against the risk
taken was very simple and standardised. However, driven by the need for
a more risk-sensitive approach to capital requirements and the need to
incorporate more advanced modelling and risk management practices
into the regulatory banking system, the BCBS designed a new worldwide
framework known as Basel II. With Basel II, the Basel Committee abandoned
the 1988 Capital Accord’s ‘one-size-fits-all’ method of calculating minimum
regulatory capital requirements and introduced a three-pillar concept that
seeks to align regulatory requirements with the economic principles of risk
management. Basel Il aims at improving the stability and soundness of the
financial system by linking capital requirements more closely to risks and
by promoting a more forward-looking approach to capital management.

The Basel Il framework is based on three pillars:

- Pillar 1 defines the regulatory minimum capital requirements by providing rules and
regulations for measurement of credit risk, market risk and operational risk. The resulting
capital demand must be covered by regulatory qualified own funds.

- Pillar 2 addresses the bank’s internal processes for assessing overall capital adequacy in
relation to risks (ICAAP). Pillar 2 also introduces the Supervisory Review and Evaluation
Process (SREP), by which the supervisor assesses the internal capital adequacy of credit
institutions.

- Pillar 3 focuses on minimum disclosure requirements, covering the key pieces of information
required to assess the capital adequacy of a credit institution.

The third pillar of Basel Il aims to promote greater market discipline by enhancing transparency
in information disclosure. It means that more information on risks, risk management practices
and capital adequacy will be made publicly available.

The recommendations of the BCBS were implemented in European legislation by the so-called
CRD: the Capital Requirement Directive. This is embodied in two texts:

- Directive 2006/48/EC of 14 June 2006 relating to the taking up and pursuit of the business
of credit institutions;

- Directive 2006/49/EC of 14 June 2006 on the capital adequacy of investment firms and
credit institutions.
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These two directives are legally enforced under Dutch law (Financial Supervision Act) and
apply to Rabobank Group.

This document gathers together the disclosure elements foreseen by the third pillar of the
Basel Il framework and the corresponding CRD dispositions. It is organised as outlined below.

Firstly, this document gives an overview of how Rabobank has implemented the Basel Il
framework. This includes a description of the parameters of this implementation and an over-
view of risk management at Rabobank.

Secondly, this document aims to explain how Rabobank relates risk to the appropriate level of
capital and details the capital structure.

Finally this document details more specifically credit risk, market risk, interest rate risk in

the banking book, liquidity risk and operational risks and sets out the risk management
framework, monitoring processes and key mitigation initiatives. A special focus is also given
to securitisation. This document sets out the Rabobank organisational framework effective as
of 31 December 2009.
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1. Rabobank Group

Rabobank Group

1.1 Introduction
Rabobank Group (‘Rabobank’) is a cooperative organisation whose core comprises 147 local
Rabobanks in the Netherlands with over 1,010 branches. Rabobank comprises the local
cooperative Rabobanks in the Netherlands, the central organisation Codperatieve Centrale
Raiffeisen-Boerenleenbank B.A.(Rabobank Nederland) and a number of specialised subsidiaries.
Rabobank provides services in the form of retail banking (mainly in the Netherlands), wholesale
banking, asset management and leasing in many countries throughout the world. Rabobanks
priority is to create value for its clients and the communities they live in. Internationally,
Rabobank aims to be the best food & agri bank with a strong presence in the major food &
agri countries around the world. Rabobank operates in 48 countries and employs over 59,000
people. Rabobank Nederland is a cooperative whose capital is strengthened by shares that
are paid up by its members, the local rabobanks. It is largely the product of a merger on
1 December 1972 of the two largest Dutch cooperative banking entities at the time.
Rabobank Nederland has its registered office in Amsterdam and is established under Dutch
law for an indefinite period. Rabobank Nederland is registered at the Trade Registry of the
Utrecht Chamber of Commerce under number 30046259.

The local Rabobanks are part of an organisation of cooperative entities incorporated under
Dutch law. At 31 December 2009, the local Rabobanks had approximately 1.8 million members.
Membership is open for clients who have a meaningful relationship with a local bank.

Situation at 1 January 2010

9.5 million clients

1.8 million members

Rabobank Nederland

Support of local Rabobanks

Private Individuals
Corporate Clients
Private Banking
Other support units

147 local Rabobanks with 1,010 offices

Wholesale banking and international retail banking Staff functions Rabobank Group

Food and agribusiness Corporate Social Responsibility
Rabobank International - Rabobank Foundation
Rabo Development Investor Relations

Long Term Funding

Other staff units

All-finance services

Asset management Robeco, Sarasin, Schretlen & Co, Orbay

Leasing De Lage Landen, Athlon, Freo

Real estate Rabo Real Estate Group - Bouwfonds Property Development, MAB Development, FGH Bank, Bouwfonds REIM, Fondsenbeheer Nederland
Insurance Eureko (39%), Interpolis

Business Bizner, Rembrandt Fusies & Overnames

Housing Obvion (70%)

International retail ACCBank, Bank BGZ

Partner banks Banco Terra (31%), Banco Regional (40%), BPR (35%), NMB (35%), ZNCB (46%), URCB (10%)
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1.2 Cooperative

Rabobank Nederland was established for the support of the local Rabobanks’ banking business
and acts as their bankers’ bank. In addition, Rabobank Nederland acts as supervisor of the
local Rabobanks, partly on behalf of the Dutch supervisory authorities. Only banks that have a
cooperative structure and whose Articles of Association have been approved by Rabobank
Nederland can be members of Rabobank Nederland. The local Rabobanks also hold shares in
the capital of Rabobank Nederland. In turn, the local Rabobanks have members as well, who
are local clients. The local Rabobanks have strictly defined rights and obligations towards
Rabobank Nederland and each other, that are reflected in the governance structure.

Pursuant to the prudential supervision part of the Dutch Financial Supervision Act (Wft) and
under Rabobank Nederland’s Articles of Association and the Articles of Association of the local
Rabobanks, Rabobank Nederland supervises the local Rabobanks on the control over and the
integrity of their operations, sourcing, solvency and liquidity. In addition, under the conduct
supervision part of the Financial Supervision Act, Rabobank Nederland has been appointed by
the Dutch Ministry of Finance as the holder of a collective license that also includes the local
Rabobanks. Thus, the supervision of conduct by the Netherlands Authority for the Financial
Markets is exercised through Rabobank Nederland.

1.3 Cross-guarantee system

Rabobank Group consists of the local Rabobanks, their central organisation Rabobank
Nederland and its subsidiaries and other affiliated entities. Through their mutual financial
association, various legal entities within Rabobank Group together make up a single
organisation. An internal liability relationship exists between these legal entities, as referred to
in Section 3:111 of the Financial Supervision Act. This relationship is formalised in an internal
‘cross-guarantee’ system, which stipulates that if a participating institution has insufficient
funds to meet its obligations towards its creditors, the other participants must supplement
that institution’s funds in order to enable it to fulfill those obligations.

The participating entities are:

- The local member banks of Cotperatieve Centrale Raiffeisen-Boerenleenbank B.A.;

- Cooperatieve Centrale Raiffeisen-Boerenleenbank B.A. (Rabobank Nederland), Amsterdam;
- Rabohypotheekbank N.V., Amsterdam;

- Raiffeisenhypotheekbank N.V., Amsterdam;

- Schretlen & Co N.V., Amsterdam;

- De Lage Landen International B.V., Eindhoven;

- De Lage Landen Financiering B.V., Eindhoven;

- De Lage Landen Trade Finance B.V., Eindhoven;

- De Lage Landen Financial Services B.V., Eindhoven.

1.4  Basis of consolidation
Rabobank Group comprises the local Rabobanks (‘Members’) in the Netherlands, the central
cooperative Rabobank Nederland and other specialised subsidiaries. Together they form
Rabobank Group. Rabobank Nederland advises the Members and assists them in the provision
of their services. Rabobank Nederland also advises the Members on behalf of De Nederlandsche
Bank (the Dutch Central Bank). Rabobank’s cooperative structure has several executive levels,
each with its own duties and responsibilities.

In IFRS terms, Rabobank Nederland exercises control over the local Rabobanks.

The basis of consolidation and the accounting policies used for the consolidated financial
statements of Rabobank Group at 31 December 2009 are the same as those used in this report.

Unless otherwise stated, all amounts are in millions of euros.
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2. Risk and capital management

This chapter describes the risk and capital management structure of Rabo-
bank Group.

2.1 Principles of risk management

Within Rabobank Group, an extensive system of limits and controls has been put in place to

manage the various risks. The primary objective of risk management is to protect the Group's

reputation and financial strength. Risk management is based on the following principles:

- Protecting the Group’s financial strength: Rabobank Group controls risks in order to limit the
impact of potential adverse events, on its capital and its financial results. The risk appetite
must be proportional to the available capital. An economic capital framework has been
developed to quantify this.

- Protecting the Group's reputation: reputation is essential for the proper performance of a
banker’s profession and needs to be diligently preserved.

- Risk transparency: for a good insight into Rabobank Group’s positions, it is vital to identify
all risks. Risks must always be considered as accurately as possible in order to be able to
make sound commercial decisions.

- Management responsibility: Rabobank Group’s business entities are individually responsible
for their results as well as for the risks associated with their operations. A balance must be
found between risk and return, while of course duly observing the relevant risk limits.

- Independent risk control: this is the structured process of identifying, measuring, monitoring
and reporting risks. In order to ensure integrity, the Risk Control departments operate
independently of the commercial activities.

These principles embed the risk policy throughout Rabobank Group.

2.2 Risk and capital management

Risk management is performed at various levels within Rabobank Group. At the highest level,
the Executive Board determines the risk strategy, policy principles and limits, under the super-
vision of the Supervisory Board. The Supervisory Board regularly assesses the risks attached to
the activities and portfolio of Rabobank Group.

The Chief Financial Officer, who is a member of the Executive Board, is responsible for the
implementation of the risk management policy within the Rabobank Group.

At Group level, the Executive Board has established the following committees:

1.the Balance Sheet and Risk Management Committee Rabobank Group, responsible for
advising the Executive Board on all risk types, except individual credit risks.

2.the Central Credit Committee Rabobank Group and the Policy Credit Committee Rabobank
Group.

These two committees deal with credit risk related issues, except for credit risk policy on

portfolio level.

At business unit level comparable risk committees are in place.
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The responsibility for the implementation of the risk policies within Rabobank Group is
divided between two directorates. Group Risk Management is in charge of the policies for inte-
rest, market, liquidity, currency and operational risks as well as for the policy for credit risks at
portfolio level. Credit Risk Management is responsible for the credit risk acceptance policy at
individual level. Furthermore, risk management is practised within the business units as well,
where independent Risk Control departments manage the risks relevant for those units, based
on the group regulations on policies, measurement, limits and monitoring.

2.3 Differentrisk types

Rabobank Group identifies the types of core risks, for which quantitative risk measurement

techniques are in place.

- Credit risk: the risk that a borrower / counterparty is not able to repay money owed to the
bank. This includes country risk and concentration risk.

- Transfer risk: the risk that a government will be unable or unwilling to make ‘hard
currency’ available, and imposes currency controls, which limit the ability of otherwise
healthy borrowers within the country from servicing their foreign-currency debt causing
a transfer event.

- Operational risk: the risk of loss resulting from inadequate or failed internal processes,
people and systems or from external events. Operational risk includes legal risk.

- Market risk: risk of changes in the value of the trading portfolio as a result of price changes
in the market. Foreign exchange risk is included in market risk.

- Interest rate risk in banking book: the risk that the bank'’s financial result and/or economic
value may decline due to unfavourable developments in interest rates.

- Liquidity risk: the risk that the bank is unable to meet all of its (re)payment obligations, as well
as the risk that the bank is unable to fund increases in assets at reasonable prices or at all.

- Insurance risk: inherent uncertainties as to the occurrence, size and timing of insurance
liabilities.

- Business risk: the risk of loss due to changes in the competitive environment or events
which damage the franchise or operating economics of a business.

24  Capital structure

Rabobank’s strong and high quality capital base largely consists of retained earnings and
other reserves. Besides the Member Certificates, non-innovative and innovate capital
instruments add to the qualifying (tier 1 and tier 2) capital.

Composition of qualifying capital

In millions of euros At 31 December 2009 At 31 December 2008
Retained.earnings.and.other.reserves. ... i 22,868 .. 21,304
Rabobank Member. Certificates...............coooo i e 6,315 6,236
Non-innovative .capital insStruments. ... 2,158 ..........1235
Innavative capital instruments. ... 4415 3,532
.............................................................................................................................................. 35756 .......32307
Additional.capital....................cooooi i 1,580 1,460
DedUCHIONS. ... (5116) (3,410)
Tier 1.capital ... 32,190 30,358
Part.of subordinated.debt....................... 21,944 877
ReValUQLiON FESEIVES. ...\ oo e (16) 178
DeAUCHIONS. ... e (1,287) (501)
Total qualifying .capital ... 32,831 30,912

Deductions include intangible assets, holdings in other financial institutions and securitisation
related items.
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Rabobank Member Certificates

Rabobank Member Certificates are an investment product for members of the local Rabobanks
and personnel of Rabobank Group. These Member Certificates were issued in 2000, 2001, 2002
and 2005. The proceeds of these issues are available to Rabobank on a perpetual and highly
subordinated basis, also subordinate to the other hybrid capital instruments.

Non-innovative capital instruments
Rabobank Nederland has issued non-innovative capital instruments for an amount of 2,158.

Year of issue Due date Currency Notional amount

2007 ... Perpetual........
Perpetual........
Perpetual........
Perpetual........
Perpetual........
Perpetual........

(from innovative)

Perpetual........

Innovative capital instruments
Rabobank Nederland has issued innovative capital instruments for an amount of 4,415.

Year of issue Due date Currency Notional amount
2003 Perpetual........
2004. Perpetual........
2004 ... Perpetual........
2004 Perpetual........
2004 Perpetual........
2008 Perpetual........
2008 Perpetual........
2009, Perpetual........
2009 Perpetual........ USD..oiiiis e 2,868

The innovative and non-innovative capital instruments can only be repaid after approval of
the Dutch regulator.
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3. Reqgulatory capital requirements

9

This chapter describes the regulatory capital requirements of Rabobank
Group. The risk types included are based on Pillar 1 of the CRD and contain

credit, market and operational risks.

After obtaining permission from the Dutch Central Bank, Rabobank Group started using the
most advanced calculation methods on 1 January 2008 for the credit, market and operational

requirements under Basel Il.

The table below presents an overview of the capital requirements and the risk-weighted
exposure amounts as of December 2009 for the different risk types. The largest part of the
capital requirement relates to credit risk (92%). Operational risk and market risk account for

7% and 1% of the capital requirements respectively.

Capital requirements

Risk-
weighted
exposure Capital
In millions of euros amount  requirement

Risk-

weighted
exposure Capital
amount  requirement

At 31 December 2009

At 31 December 2008

Credit FiSK ..o e
Standardised approach. (immaterial portfolio):... ... ...
-..Central governments.and. Central.banks........ ... 15 1
= ANSTIEULIONS. o 1117 89
= COIPOIALES oo 16,788 ... 1,343
= Retll e, 7255 . 581
Total standardised approach....................... ... 25175 . 2,014
AIRB.aPPIOACK:. ...
-..Central governments.and.Central.banks...... ... 1,605 ........128
= ANSTIEULIONS. o 11,008 ... 881
= COrPOrALES ..o 12,5200 5,802
= Ret@ll 35554 ... 2,844
= BQUILY o ) 16,008 ... 1,281
-..Other.nan credit-obligations..................... ... 38,528 ... 3,082
=..Securitisation.pQsitions...............ccooo 144670 1,157
Total AIRB.approach........................ ...189690 ... ..15175
Total credit risk............... 214,865 ......17,189
Market risk,.internal. models.approach............. ... 2638 ... 211
Operational.risk, AMA approach................. ... 15869 ... 1,270
Total oo 233372 ... 18,670

........... 1,338 ........107
........ 23,784 ...1,902
........... 3,050 ......244
........ 28,172 ......2,253
........... 1,334 ........107
13,4600 1,077.
07,144 5,372
........ 32422 ...25%
......... 14,840 ......1,187
........ 37,388 ........2,990
........ 20,533 ........1,643
L 187,1210 14,970,
...... 215,293 ......17,223
........... 5,591 ......447
17,1960 1,376,
...... 238,080 ........19,046

The table reflects that out of the total capital requirements for credit risk, 88% of the risk-
weighted exposure amounts have been calculated with the IRB approach and 12% with the

standardised approach.

Combining the amount of available qualifying capital with the capital requirement leads to

the following capital adequacy ratios:
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Economic capital
by group entity
at year-end 2009

Domestic retail banking
Wholesale banking and
international retail

banking

Real estate

Leasing

Asset management and

investment
@® Other

10

34%

34%
7%
5%

4%
16%

Capital ratios

In millions of euros At 31 December 2009 At 31 December 2008

Total capital requirement. ... 18,670 ... 19,046
Total core tier. 1. capital (total tier.1. minus.hybrids)................ ... 25,617 25,591
Total tier. 1.capital ... 32,190 .. 30,358
Total qualifying.capital ... 32,831 30,912
COre HIEE.TTATIO ... e 11.0% 10.8%
TR LFARIO. s 13.8% 12.7%
Bis ratio.(capital ratio). ... 141% 13.0%

Economic capital

As prescribed by the second pillar of Basel Il, Rabobank uses an internal capital assessment
process that, apart from the risk types to which the external capital requirement applies,
also takes into account an internal capital requirement for the other material risk types.
Within Rabobank Group, this internal capital assessment process has been realised by the
introduction of an economic capital framework.

Besides credit risk, operational risk and market risk in the trading books, Rabobank Group
also calculates economic capital for business risk, interest rate risk, residual value risk, real
estate risk, transfer risk, insurance risk and the risk related to the remaining assets. Another
important difference between internal economic capital and external capital requirements is
the level of confidence used. The supervisory authorities apply a level of confidence of 99.90%
for the external capital requirement, i.e. a chance of 1in 1,000 that insufficient capital is availa-
ble to absorb losses in any one year. For the determination of the internal economic capital,
Rabobank Group has opted for the much higher level of confidence of 99.99%. This means
that Rabobank Group has set its internal capital requirement such that this chance is only 1 in
10,000. This coincides with Rabobank Group’s Triple A rating ambition and results in a signifi-
cantly more conservative capital requirement than set by the supervisory authorities.

Rabobank Group has developed advanced models for the calculation of economic capital
for all material risk types. The economic capital requirement decreased to 22.0 billion at year-
end 2009. This internal capital requirement is far lower than the available qualifying capital of
32.8 billion. This sizeable buffer underlines Rabobank Group’s financial solidity. At 65% of total
economic capital, credit and transfer risks are the most dominant risk types. Interest rate and
market risk account for 10%, and the non-financial risks (operational and business risks) for
16%. The remaining 9% are distributed over the other risk types.

Annually the Executive Board sets target levels for the allocation of economic capital, as well
as for regulatory capital for the different group entities. On a regular basis, the Executive
Board and the BRMC-RG (Balance sheet and Risk Management Committee-Rabobank Group)
is informed on the actual use versus the allocated capital budgets. If necessary, the BRMC-RG
will advise the Executive Board on the management of capital usage and the available capital
to ensure that the capital ratios remain within the pre-specified targets. On an annual basis the
BRMC-RG, the Executive Board and the Supervisory Board are informed about the expected
capital usage and capital ratios for the coming years, together with various scenario analyses.

Economic capital

by risk type

at year-end 2009
@® Creditand transferrisk ~ 65%
@® Operational risk and

business risk 16%
@ Interest rate and

market risk 10%
@ Otherrisks 9%

Capital Adequacy and Risk Management Report 2009



4. Credit risk
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Credit risk is defined as the risk of the bank facing economic loss because
the bank’s counterparties cannot fulfil their contractual obligations.

4.1 General introduction

Risks arising from changes in credit quality and the recoverability of loans and amounts due
from counterparties are inherent across most of Rabobank’s activities. Adverse changes in the
credit quality of borrowers or a general deterioration in economic conditions could affect

the recoverability and value of the Rabobank assets and, thus, its financial performance.
Comprehensive risk management methods and processes have been established as part of
the overall governance framework to measure, mitigate and manage credit risk within the
Rabobank risk appetite.

Rabobank Group pursues a prudent acceptance policy, characterised by careful assessment

of clients and their repayment capacity. It is the aim of Rabobank Group to establish a long-
term relationship with its clients which is beneficial for both the client and Rabobank. For
corporate loans, a key concept in Rabobank Group’s policy for accepting new clients is the
‘know your customer’ principle, meaning that loans are granted only to corporate clients whose
management, integrity and expertise are assessed and approved by the bank. In addition, the
bank should be familiar with the industry in which a client operates and should be able to
adequately assess the client’s financial performance.

Rabobank’s credit risk exposure is restricted by a group-wide credit policy. Acceptance
procedures are clearly defined and assign decision-making powers based upon exposure
amount. There are exposure limits, and the exposures are tightly monitored. Collateral,
guarantees, netting agreements and other credit risk mitigants are obtained where necessary.
The amount and nature of the collateral required depends partly on the assessment of the
credit risk of the loan to the counterparty. Rabobank follows guidelines for the purpose of
accepting and valuing different types of collateral. The principal types of collateral are:
- Residential mortgage collateral, mainly for the retail portfolio;
- Mortgage collateral on property, inventories and receivables, mainly for business loans;
- Cash and securities, mainly for securities lending activities and reverse repurchase
transactions.

Rabobank manages transfer risk separately. Transfer risk relates to the possibility of foreign
governments placing restrictions on funds transfers from debtors in the relevant country to
creditors abroad. Rabobank uses a country limit system to manage transfer risk. After careful
review, relevant countries are assigned an internal country risk rating, after which transfer limits
and general limits are established. Transfer limits are determined according to the net transfer
risk, which is defined as total loans granted less loans granted in local currency less guarantees
and other collateral obtained to cover transfer risk and less a reduced weighting of specific
products. The limits are allocated to the offices, which are themselves responsible for day-to-day
monitoring of the loans granted by them and for reporting on this to Group Risk Management.
At Rabobank Group level, the country risk outstanding, including additional capital requirements
and provisions for country risks, is reported every quarter to the Balance sheet and Risk
Management Committee Rabobank Group (BRMC-RG) and the Country Limit Committee.
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The additional capital requirement and the provision for country risk are calculated in
accordance with internal guidelines and concern countries with a high transfer risk.

For some aspects of the two applicable Directives mentioned in the Introduction, the credit
information is not available at the required level of detail for preparing this report because this
information is not regarded as management information. These aspects do not have a material
impact on actual compliance with these Directives or the capital adequacy of Rabobank as
such as per the reported date.

4.2 Risk management organisation

Risk management within Rabobank is fully integrated in its daily operations. Both group level
and local risk management functions are in place. The CFO is ultimately responsible for
managing risk. At group level a central department, Group Risk Management, is responsible
for risk management activities. Locally each entity has its own risk management function.

CFO =CFRO

Credit Risk
Management

Group Risk
Management

Credit Interest Rate Risk
Committees & Market Risk
(individual
credit decisions)

Funding & Operational Economic Capital Credit Risk
Liquidity Risk Risk & Portfolio Management
Management (policy and
portfolio overview)

The main department within Credit Risk Management is the Approvals department. There is a
separate special Asset Management department that also reports to the CFRO.

Approval of larger financing applications is decided on by various committees, whose level
depends on the amount of the requested financing. The Executive Board itself decides on the
largest financing applications supported by advice from credit committees.

Credit policy committees, consisting of the Rabobank Group Policy Credit Committee (Policy
CC) and the Wholesale and Retail Policy Credit Committees, decide on credit policy proposals
or make recommendations in this regard to the Executive Board. The credit committees play
a key role in ensuring the consistency of credit analysis standards and rating models and in
safeguarding compliance with Rabobank’s credit policy. The Rabobank Group Policy Credit
Committee is responsible for credit risk policy and credit management of all Group units
involved in credit. The Group policy as established by the Policy CC Rabobank Group constitutes
the framework for all Group entities. Within this framework entities may define and operate
their own credit policy for individual counterparties. The Policy CC Retail operates in a similar
way for domestic retail banking and the Policy CC Wholesale for wholesale banking and inter-
national rural&retail banking.

In the Policy CC Rabobank Group which is chaired by the CFO, the Executive Board is
represented by three members. The CFO also chairs both Policy CC Wholesale and Policy CC
Retail. Policy Committees are composed of representatives from the most senior management
levels of Rabobank.

Rabobank has a separate department for financial market products within Rabobank Inter-
national, called Global Financial Markets (GFM). The purpose of GFM is to help the bank to
become the leading F&A bank globally and the leading bank in the Netherlands. It aims to
do this by providing financial products along with advice and general market expertise.
Within GFM a credit risk function is established that closely monitors exposures.
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4.3 Credit Portfolio

Rabobank Group’s portfolio is divided across a large number of business sectors. This creates a
large and balanced risk spread, which brings evident advantages when one or more business
sectors go through a difficult period or in the event of an economic recession.

Composition of the credit portfolio

Total gross  Average gross

In millions of euros exposure  exposure 2009
At 31.DeCember 2009 ... ... e
Loans.and.advances tQ.CUSTOMEIS ... e 433,870 ... 430,077
Debt.SECUNTIOS ... 49,8300 . 48,703
Derivatives.. R ..39,091 .. ...52,925
BaNKS. ..o e 35,641 .......34,709
Other.on balanCe. ... 25526 ... 21,742
........................................................................................................................................................ 583,958 .......588,156
Off-balance Sheet. ... 44,664 43,658
TOTAL. 628,622 .. 631,814

The guarantees and stand-by letters of credit which Rabobank provides to third parties in the
event a client cannot fulfil its obligations vis-a-vis these third parties are exposed to credit risk.
Documentary and commercial letters of credit and written undertakings by Rabobank on
behalf of clients authorise third parties to draw bills against Rabobank up to a preset amount,
subject to specific conditions. These transactions are backed by the delivery of the underlying
goods to which they relate. Accordingly, the risk exposure of such an instrument is less than
that of a direct loan.

Obligations to grant loans at specific rates of interest during a fixed period of time are
recognised under credit granting liabilities and accounted for as such unless these commit-
ments do not extend beyond the period expected to be needed to perform appropriate
underwriting, in which case they are considered to be transactions conforming to standard
market conventions. Rabobank incurs credit risk exposure when it promises to grant lending
facilities. The size of such losses is less than the total of the unused commitments, as most
promises to grant credit facilities are made subject to the client meeting certain conditions
that apply to loans. Rabobank monitors the term to expiry of credit promises, as long-term
commitments are generally associated with a higher risk than short-term commitments.

Residual contractual maturity breakdown

Loans and
advances to Debt
In millions of euros customers securities  Derivatives Banks Total
At 31.December 2009 ...
OnDemand ... 25724 ... 667 . 498 ... 18,732 ......45,621.
Less.than.3months............. 33,144 ... 5270 ... 4,058 ... 10,389 .. 52,861
3 monthsto.l.year. ... 24451 8,591 ...4,155 ... 1,259 ... 38,456
JX0.5.y arS. . 71,924 ... 20,214 ... 14,594 ... 2,632 ... 109,364
More.than.5.years. ..., 262,631 ... 15,088 ... 15,729 ... 2,626 ...296,074
No.term.to.maturity.........ccoci. 15,9960 s L 57 3 16,056
Total gross exposure ... ...433870 .. .49830 . . 39,001 ... 35,641 .. 558,432

13
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The geographic distribution of exposures of loans and advances to customers

Loans and advances
to customers

In millions of euros At 31 December 2009
TOtAl GrOSS @XPOSUIE. ... oo 433,870,
Loans t0.governmMEnt. CHENTS . ... e 3,936
Receivables relating. to. securities tranSaCtioNS ... e 8,368
Hedge-aCCOoUNTING ... ..o e 5818
Private sector 1ending. ... 415,748
INEENEILANDS ... e 312,477,
Other EUrOPEaN COUNTIIES ... ..o e 37,259
INOFEN AMEBIICA. ..o 36,194
L@TIMAMGIICR ... e 8,837

TO AL

Private sector lending by business segment

Loans and advances

In millions of euros to customers
At 31.December 2009 ... oo
Private indiVIAUALS. ... e 200,607.
Trade, manufacturing.and SEIVICES ..o e 143,679
FQOA AT, ..o e 71,462
TOtal GroSS @XPOSUIE. . 415,748

Breakdown of private sector lending to trade, manufacturing and services

In millions of euros Loans In %
At 31.December 2009 ... ... e
Lessors. Of ral. @STate. .. ... 26,039 18
Finance.and. insurance.(except. banks).................ooi 25272 18
WHOIESALE ... ] 14,967 ol 10
CONSTEUCTION. ... e 8,934 ... 6
MaNUFACTUIING ... e 8436 ... 6
Transportation & WarehQUSING............ccooooiiiiiiiiiiiii s e, 7,568 . 5
Activities related.to.real @State. ... 7,297 o 5
Healthcare & s0Cial @SSIStANCE. ... oo e 5154 4
Professional, scientific.and technical Services. ... 5023 3
Retail (except. fa0d. & DEVEIAGES)........o.ooo oo 4373 3
Information. & CoOMMUNICATION. ... e 2,876 il 2
Arts,.entertainment.and.reCreation ... e 1,410 1
UBIIEEES oo 1,172 1
ORI SEIVICES ..o 25158 18
Total Loans to Trade, Manufacturing and. Services........................... ... 143679 _.........100
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Breakdown of private sector lending to food & agri

In millions of euros Loans In %

At 31.December 2009 . .

ANIMAl PIOTEIN ... ] 14,009 ol 19
DIAITY e 11,883 17
Grainand.OilSEeAS. ... el ML730 16

Fruit.and vegetables. ...
Faod.retail & foad SeIVICE. ...........coooiiiiiiiii e
FarmMUINPUTS. .o
FLOWES ...
BOVEIAGES ..o
Miscellaneaus. crop farming.

4.4 Impairments and past due loans

For the consolidated financial statements impaired loans are defined as loans for which an
allowance is taken. For Basel Il purposes, a loan is impaired if it is probable that payments of
principal and interest will not be made in time and in accordance with the original contractual
terms of the loan. Impairment also applies if the obligor is past due more than 90 days or if
the obligor has filed for bankruptcy or similar protection from creditors. In these cases the
loan will be written down to the discounted realisable value of the available collateral and an
adequate allowance will be made. Past due loans are loans where interest, repayments or
overdrafts have been due for more than one day.

For impaired credits a specific allowance is determined. The size of the specific allowance is the
difference between the carrying amount and the recoverable amount, which is the present
value of the expected cash flows, including amounts recoverable under guarantees and sureties,
discounted at the original effective interest rate of the loans. The value adjustment for loans
includes losses if there is objective evidence that losses are attributable to portions of the loan
portfolio at the balance sheet date. These are estimated based on the historical pattern of
losses for each separate portion, the credit ratings of the borrowers, and with due regard for
the actual economic conditions under which the borrowers conduct their activities. If a loan is
not collectible it is written off from the allowance thus calculated.

In addition to this assessment of individual loan receivables, for retail exposures a collective
assessment is made of homogeneous groups of receivables with a similar risk profile, with
the purpose of identifying the need to recognise an impairment loss if it is not economically
justified to recognise the loss on a individual loan basis. Loan losses for the period comprise
actual losses and probable losses on credit granted, minus recoveries. Actual loan losses may
refer to all or part of the receivables and are recognised when there is no realistic possibility
of recovery. Recoveries comprise written-back amounts from actual losses in previous years.

For exposures in the unimpaired part of the portfolio that are impaired but not yet recognised
as such (Incurred But Not Reported), a general allowance is formed. This allowance is formed
because invariably a certain amount of time will pass between an event causing default at a
client and the moment the bank becomes aware of the default. The allowance is calculated
based on expected loss data determined in the economic capital/Risk Adjusted Return On
Capital (RAROC) models.

Exposures that qualify as corporate exposures under Basel Il are measured at group level, in line
with the one obligor principle as defined by Rabobank. The one obligor principle implies that
the total of the approved exposure limit(s) of the debtor are combined with the exposure limits
of the other debtors of the same group with all entities of the Rabobank Group. The group of
debtors includes debtors belonging to an economic unity in which legal entities and companies
are organisationally connected as well as majority shareholders of that economic unity.
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It is Rabobank policy to use Expected Loss (EL) parameters to determine general and
collective allowances. If expected loss data is not (yet) available, an alternative methodology
is applied which uses historical provisioning data. This alternative methodology is also used
as a benchmark.

Impaired and past due loans, allowance and write-offs by type of business

In millions of euros Pastdue Impaired loans Allowance Write-off
At 31.December 2009, ... e e s
Domestic retail.banking.................... 7,043 4305 ... 2,030 ......191

Wholesale banking and international
..... retail banking................. 0. ST

Leasing....

Impaired and past due loans by geographical area

In millions of euros Pastdue Impaired loans

................ 5,187

Netherlands
Other European.countries
INOIFEN AMIEIICA ..o

AUSTIALIA. ..o
Total

Reconciliation of changes in the allowances for loan impairment

Allowance Allowance

per Additional Reversal of per 31

1 January value value December

In millions of euros 2009 FX Write-off adjustments adjustments  Other 2009

Domestic retail banking..... ... 1,398 ... - (191) 1,541 (805) ... 87 .. 2,030
Wholesale banking
and international

..... retail banking............. ...1,415 .7 ...(382) .....1500 .....(556) ..(69) .....1915

Leasing.......cccooiiiiiiis 246 .. 11 (182) oo 331 (23) 4 387

Realestate.........cce. 25 ER (6) o 36 (14). ... 4 45

Other ... 46 ... ERR (3) 21 (42) ... ER 22

Total ... .. 3,130 ... 18 ....(764) ... 3,429 ....(1,440) ... 26 .....4,399

Continuing poor market conditions in the Netherlands in 2009 have a massive impact on
many industry sectors. For the local Rabobanks, bad debt costs in the food & agri sector are
concentrated in glass horticulture, with virtually all segments in the trade, manufacturing and
services sector having been hit hard, inland shipping in particular. For Rabobank International,
bad debt costs were significantly influenced by the provisions formed for the Irish real estate
portfolio.
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Overview of bad debt expenses of clients

Bad debt
expenses BDE clients in 10-year
clients (BDE) basispoints average BDE
In millions of euros 2009 (bps) clients in bps
At31.December.2009... ... e e e
Damestic retail.banking..................cooii 721 26 10.
Wholesale banking and.international retail banking.......... ... 940 105 48
L@ASING ..o e 300 132 56
REALESTALE ... s 22 14 n/a
ORI . (24) n/a ] n/a
Total bad debt.expensesof clients.......................... ... 1,959 48 21

The 10-year average BDE of clients in bps is until 2008.

4.5 AIRB approach

Rabobank uses the AIRB approach for credit risk (including retail). The AIRB approach is the
most risk-sensitive of the Basel Il credit risk approaches. Rabobank has further professionalised
its risk management by combining Basel Il compliance activities with implementing an
economic capital framework.

One of the key benefits of introducing an Economic Capital (EC) framework is that it generates
a streamlined and more efficient credit approval process. The inclusion of Probability of Default
(PD), Loss Given Default (LGD) and Expected Loss (EL) information and of the RAROC for a
transaction in the credit application enables credit risk officers and committees to make better
informed credit decisions. Each business unit has determined a Target Net RAROC on client
level, which is one of the key factors underlying decisions on individual credit applications.

RWA

The AIRB approach measures credit risk using sophisticated formulas with internal input of
Probability of Default (PD), Loss Given Default (LGD), Exposure at Default (EAD) and Maturity
(M) data. Based on these parameters, RWA are calculated.

Key parameters in RWA calculation:

Probability of Default = PD (%) The likelihood that a customer will default within 1 year.

Exposure at Default = EAD (€)  The expected exposure of Rabobank in case a customer defaults.

Loss Given Default =LGD (%)  The estimate of the economic loss in the situation of a default,
expressed as a percentage of the Exposure at Default (EAD).

Maturity = M (t) The remaining expected maturity.

Risk classification

An important element in the process of approving financing applications is assigning a rating
that indicates the likelihood of a client being unable to repay the loan. This likelihood is
referred to as the PD.

Rabobank Group uses the Rabobank Risk Rating (RRR), which reflects the counterparty’s
probability of default over a one-year period and which is applied to all corporate clients,
financial institutions and public entities. The RRR is developed with due regard for the sector,
country, size of the counterparty and type of counterparty.

The system comprises 25 ratings: Ratings RO to R20 imply that financing commitments
are met. RO means the absence of risk and R20 means that the client’s financial position is
considered very weak. Ratings D1 to D4 indicate in principle that payment commitments are no
longer being met and that the collectability of the loan is doubtful. D4 stands for bankruptcy
or a comparable situation. Each risk grade is associated with a range of default probabilities
and an average default probability.

The PD is a forward-looking measure of default risk and expresses the likelihood that a
company defaults on its payment obligations within one year.
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External credit ratings like that of Standard and Poor’s (S&P) do not imply a specific probability
of default, although one can observe a default frequency for each S&P grade. The observed
default frequency is a backward-looking measure of default likelihood. By matching the
observed default frequencies of the S&P grades with the average default probabilities of

the associated internal RRR, a mapping has been obtained from external ratings S&P to our
internal ratings.

The portfolio’s average rating is around R13 (91-137 basis points). For 2% of the portfolio the
commitments are not being fully met and an adequate provision has been formed. It should
be noted that the breakdown only indicates the extent to which Rabobank Group expects
that clients can or cannot meet their commitments.

Quality assurance credit risk models

A group sign-off committee has been established with the responsibility to sign off on all
credit risk models before implementation. Before any decision is taken, all models are validated
by an independent validation team. The internal models are subject to a regular cycle of
monitoring, back testing and review by the same independent Validation department.

The models calculate a client PD which is subsequently mapped to the new RRR. Each
business unit has its own LGD models, which are based upon the Rabobank LGD principles.
Estimates for PD and LGD, together with the exposure value (EAD), feed into the calculation
of EL and unexpected loss (UL). The latter is used to determine regulatory and economic
capital requirements.

The retail part of the Domestic portfolio is divided in so-called buckets. A facility (loan or
credit facility) is assigned to a bucket based on four characteristics: loan to value, product,
vintage and customer rate. As a result, facilities with homogeneous credit risk characteristics
are allocated to the same bucket. Based on historic data for each bucket a PD and a LGD are
determined and subsequently assigned to the exposure in that particular bucket. Within a
single bucket, all exposures have the same PD and LGD. The PD and LGD estimates are back-
tested annually based on new data.

Risk management in practice

As far as provisioning is concerned, Rabobank’s IFRS accounting policies include a detailed
discussion on the role of expected loss calculations in the provisioning process. To that end,
EL is a key risk component for determining the bank’s general and collective provisions.
Specific provisioning for large impaired loans (exposure > EUR 30 million) is dealt with by the
Provisioning Committee, chaired by the CFO and senior management as members.

Credit risk reporting is based on the product administration systems and the rating systems,
which hold PD, LGD and EAD information. The risk reporting is reconciled with financial
reporting data both at entity and group level. Group Risk Management compiles a quarterly
report on developments in the credit risk portfolio, which is distributed among senior
management. Key risk indicators in this quarterly credit risk report, such as PD, EAD, LGD, EC
and EL, are used to monitor developments within the portfolio.

Furthermore, trends in bad debts, provisions, impaired loans, and number and size of
exposures in Special Asset Management are analysed. Other periodic reports are a quarterly
country risk report which examines general country risk and transfer risk, and a semi-annual
provisioning report.

Rabobank has developed a stress-test framework at group level in line with Basel Il require-
ments and also conducts in-depth scenario analyses at group level and within the business.
Periodically an analysis is made of the group portfolio under several stress scenarios.

New insights, opinions and developments ensure continuous review and improvement of

the stress-test framework. The results are used for the internal capital adequacy assessment
process (ICAAP) and reported to senior management. At the request of CEBS and DNB, specific
stress tests have been performed in order to measure capital adequacy under severe economic
downturn scenarios. Internally specific scenarios are developed to perform additional stress
tests and analysis.
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Finally, a Credit Portfolio Management (CPM) function has been established. CPM provides
insight into the risk at portfolio level, in order to make it possible for Rabobank to optimise
the balance between credit risk, capital usage and returns. CPM is a centre of competence for
all activities in which risk-return considerations play a role.

AIRB exposures
The table on the next page shows an overview of Rabobank’s AIRB exposures. These
exposures include outstandings and a projection of the amount drawn from the unused part
of credit facilities.

The table also shows the risk-weighted exposure amount, the Probability of Default (PD)
and Loss Given Default (LGD), and the exposure-weighted average risk weight.

Rabobank is AIRB compliant for about 94% of its credit portfolio exposures. A full 100%
advanced AIRB coverage will never be reached, since 1) for some portfolios the Standardised
Approach has been opted as they are immaterial in size and risk, and 2) the roll-out of the risk
models to newly acquired entities will take approximately two years. In general the AIRB
coverage is particularly high for the portfolios in the Netherlands and wholesale portfolios
outside the Netherlands. Some of the country banking portfolios (North America, Ireland and
some small portfolios in Europe) are still under the Standardised Approach. The total exposure
under the Standardised Approach is approximately EUR 33 billion.

Rabobank’s SA exposure as defined in Basel Il

Exposure-

Risk-weighted weighted

exposure average risk

In millions of euros Exposure amount weight (%)
At 31.December 2009 ...
Central.governments.and.central.banks................... 3,184 ... 15 -
Financial institutions....................oooii s 3674 .......0017 30
COMPAIALES. ... 17,234 ... 16,788 .. 97
Retail secured by real.estate.................i 2,091 ... 1,349 65.
Retail Other. ... 6,791 ... 5906 . 87
Rabobank Group................... .. 32974 ... 25175 76
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Rabobank’s AIRB exposure as defined in Basel Il

Exposure- Exposure-

Risk-weighted weighted Exposure- weighted

exposure average LGD weighted average risk

In millions of euros Exposure amount (%) average PD (%) weight (%)
At 31.December 2009 ...
Rabobank GroUD. ...
(Virtually).norisk............ ......133,737 ... 10,355 29 0.05 8
Adequateto.good.......... ... 358,278 .......110,332 ... 200 181 31
Pastdue >90.days........ ... 3,597 B s 22 100.00 -
Otherdefaults.............. ... 5,644 E e 26 100.00 . -

Total exposure..

Central governments and
..... central banks. ... e
(Virtually).norisk..............
Adequate.ta.good..............
Past.due >90.days............
Other.defaults....................
Total exposure ...

Financial institutions..........
(Virtually).norisk...............
Adequate.to.good..............
Past.due >.90.days.. .
Other.defaults....................
Total exposure..........

COMPOIALES. ..o o
(Virtually).na.risk............. ... 20,631 2434 25 005 .l 12
Adequatetao.good........... ......168,896 ... 70,086 ... 200 266 41
Past.due >90.days......... .o, 1,895 E 190 100.00 s -
Other.defaults...................
Total exposure..

Retail secured by

..... 1Al @STATE ...
(Virtually).norisk............. .......43,753 ... 1,500 17 0.07 i 3
Adequate.to.good........... .......128,834 ... 17,028 ... A7 047 13
Past.due >90.days......... .. 462 5190 100.00 -
Otherdefaults.............. ... 100 B s 21 100.00 . -
Total exposure.............. .....173059 . .. ... 18,528 7 037 11
Retail Other ...

(Virtually).norisk...............
Adequate.to.good.............
Past.due > 90.days.. .
Other.defaults..................
Total exposure............. ... 58,504 ... 17,026 25 217 29
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The amount of undrawn commitments and exposure-weighted average EAD

Original

exposure pre  Average credit

conversion conversion
In millions of euros factors factor Exposure value
At 31.December 2009 ...
Central.government and.central.institutions................ ... 821 94 .. 773
INSTIUTIONS ..o e 2,225 81 1,807
COMPAIALES. ... 47,585 77 .....36/449
Retail secured by real.estate.................oi ] 13,036 . 51 6,660
Retail Other. ... 10,305 .. 1130 11,661
TOtal o 73972 78 ... 57,350

4.6 Counterparty credit risk and credit risk mitigation

Rabobank faces credit risk (the risk of financial loss) should one of its clients or market counter-
parties fail to meet its contractual obligations to the bank. In addition to the more familiar
types of credit risk arising from the loan and issuer risk portfolios, credit risk is also generated
from trading derivatives and is measured accordingly.

4.6.1 Organisation and process of counterparty credit risk and credit risk mitigation

The credit risk and market risk functions responsible for monitoring and controlling the trading
and investment activities of the GFM division are integrated into one function within Rabobank
International called Risk Management GFM (RM GFM) and report to the Global Head of Risk
Management GFM. Risk Management GFM has four main hubs to provide global coverage:
Utrecht (covering Benelux), London (Europe Ex-Benelux), New York (Americas) and Hong Kong
(Asia Pacific). These hubs undertake credit analysis of all non-bank financial institutions, each
taking responsibility for those counterparties domiciled within their given region. For banks,
credit analysis is performed by a central dedicated function within Credit Risk Management
Rabobank Group in Utrecht. Risk Advisory & Support Financial Markets supports Risk
Management GFM by collateral management, providing reporting, limit allocation services
and maintaining policies, risk IT systems and methodologies. Credit risk and market risk are
combined within Risk Management GFM and Risk Advisory & Support Financial Markets.

Credit analysis process

Rabobank’s credit analysis process is comprised of a number of aspects. Principal amongst
these is a comprehensive risk assessment of the counterparty. The creditworthiness of the
counterparty and the risks pertaining to the product type or transaction are considered as
part of the credit risk assessment.

Rabobank uses four credit approval routes to consider reviews and set and approve counter-
party limits. One committee specifically considers limits for financial institutions (NBFI and
Banks). Applications for corporate counterparties; structured credit; non-vanilla transactions/
transactions outside policy; and loan facilities beyond 364 days’ tenor (including financial
institutions) require submission to a different credit committee route. Additionally, Rabobank
has a separate committee which only considers limits for Sovereigns and Country Risk.

The fourth credit approval route is the Investment Committee Financial Markets (ICFM), which
is responsible for monitoring and control of issuer risk positions that do not fit within the
revised strategy. The ICFM considers issuer risk positions within its scope from all relevant
aspects (including credit risk, market risk, liquidity risk and the risk reward of positions) for the
disposal, replacement or extension of positions in these books. Credit policy clearly states to
which committee an application should be submitted.

The credit committees are comprised of high-level (senior) management representation with
significant experience in the respective credit area. Credit policy sets the parameters and remit
of each committee including the maximum amount they are able to approve for limits or
transactions. Applications for limits above the maximum permitted for each committee are
considered by the Executive Board of Rabobank. Policies are also in place which restrict or
prohibit limits to certain counterparty types or industries. All counterparty limits are reviewed
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at least once a year. Where counterparties are assigned a low quality classification they are
reviewed on a more frequent basis as set out in the credit risk policy. Credit Committees may
request more frequent reviews as well.

New policies or amendments to existing policies are considered by a central office function
completely separate from the business prior to submission to a Policy Credit Committee
(Wholesale or Group) for approval. The Policy Credit Committees are the only bodies which
have the authority to approve policies or amendments to policies.

Within strict parameters, representatives of credit risk have the authority to approve derivative
transactions which exceed approved credit limits subject to strict criteria and tolerances.
Credit approval powers are only assigned to staff that have the necessary experience and
training and are approved at the most senior levels within Rabobank.

Credit limits

Credit limits for financial institutions are set on a global basis and reflect Rabobank’s overall
credit appetite with respect to a counterparty independent of product allocations. Limits are
split into three categories: (1) an overriding obligor limit to control all credit risk arising, (2) a
funding sub limit to the obligor limit to control the credit risk arising from funding-related
products (i.e. loans, interbank deposits and issuer risk), and (3) settlement limit. In times of
significant turbulence such as the recent credit crisis, limits can be reappraised and reduced
very quickly by the approving committee. Furthermore, credit officers are empowered to
reduce limit and tenor availability for the counterparties they are responsible for. Limits are also
set on a one obligor principle: total exposure limits of all clients that form part of an economic
unity in which legal entities and companies are organisationally connected are capped.

A Policy Credit Committee-approved tenor matrix restricts maximum tenor availability.

The tenor matrix effectively limits the amount of trading that a counterparty can undertake
over certain timeframes. The limit available for counterparties with a lower internal rating is
smaller than for a higher rated counterparty. The higher the internal rating of a counterparty,
the longer the permissible maximum maturity of a trade and visa versa.

Credit mitigation

Rabobank uses a wide range of credit mitigation techniques to reduce the credit risk in its
derivatives book. Firstly, our portfolio of derivative counterparties is significantly skewed
towards higher credit quality names, which reduces the likelihood of counterparty failure.
The principal form of credit mitigation is the use of collateral, particularly through the use of
a Credit Support Annex (CSA) for derivative products documented under the International
Swaps and Derivatives Association (ISDA). Through the CSA risk mitigation is achievable
through (principally daily) margining of the derivatives portfolio or even a specific trade.
Should a counterparty fail to honour a call for collateral margin, there is a set procedure laid
out in the master agreement to escalate repayment. Rabobank has a specific policy designed
to restrict acceptable collateral to very high credit quality assets (cash, US, UK and European
government bonds). Correlated collateral is not permitted, further minimising credit risk.

In total Rabobank has almost 300 active CSAs which cover all of our major bank and non-bank
financial institution trading counterparties. Collateral Management Control, a dedicated team
responsible for monitoring and controlling exposure under CSA agreements, ensures that
margin calls are made in a timely fashion in accordance with the terms of the CSA. Roughly two
thirds of all trades that can be collateralised are covered under a CSA. Concentrations within
the collateral pool are less of a risk issue because of the high quality of collateral. However, in
the event that lower quality collateral was taken, policy is in place to control the concentration
levels permitted.

Additionally, Rabobank executes a number of other market standard legal agreements with its
counterparties to reduce risk. A strictly formulated policy lays down that only in exceptional
circumstances will Rabobank trade derivatives without employing an internationally recognised
derivatives master agreement, which must be supported by a clean legal and netting opinion
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for each Rabobank and counterparty jurisdiction with which we contemplate trading.

The most important of these by volume of trades and by notional amount is the ISDA master
agreement for derivatives. Master agreements permit the netting of obligations generated
by all the derivative transactions covered by the agreement should a counterparty default.
Positive and negative balances are off-set to minimise exposure and to create a single net
claim against the counterparty, in a process called ‘close out netting’

In order to reduce the credit risk associated with weaker counterparties, a guarantee may be
executed with a stronger counterparty (not being a parent or sister company). This may cover
a specific trade or derivative type, trades to a maximum value or cover all trading activity. The
contingent exposure that this creates is systematically recorded and reported on a regular basis.

Rabobank also uses a number of risk mitigation techniques to limit exposure or tenor of
specific trades, e.g. break clauses or re-setting. Furthermore, in order to minimise wrong-way
risk all TRS, CDS, Securities Lending and Repo transactions are checked for correlation. If a
correlation between counterparty and reference asset is found to exist, action is taken (e.g.,
a requirement is imposed to have the trade fully cash covered).

Internal credit policy for GFM-related business has been structured to reduce associated risk
- whether credit, legal, liquidity or operational - to acceptable levels. The full consideration of
new business and new product initiatives within a number of committees assists this process.

Counterparty rating
When proposing limits and ratings for approval by the appropriate credit committee, the
group’s own internal rating methodology is used.

Credit risk measurement

The credit risk that relates to a derivative product does not remain static over time, due to the
movement of underlying market factors. In order to address the impact of these changes in
market factors Rabobank uses the Confidence Band Approach (CBA) methodology to measure
Potential Future Exposure (PFE) on derivative financial products. CBA is a model which measures
credit exposure as the ‘maximum likely’ replacement cost at given time points over the life of
the transaction under the assumption that market rates move adversely.

At present Rabobank employs an add-on approach for calculating PFE where the current
value of the trade as represented by Mark to Market (MtM - a measure of replacement cost)
is aggregated with an add-on to proxy MtM movements for the remaining life of the trade.
A final adjustment is then made to reflect collateral pledged or received. CBA is used to
generate the add-on matrices that capture the credit exposure profile, using the historic
behaviour of variables for the given trade (e.g., interest rates, currency pairs). Currently
Rabobank uses a 97.5% (2 standard deviations) CBA.

The exposure relating to a transaction or portfolio of transactions is shown in Rabobank
exposure monitoring systems on a gross basis, unless netting can be expected to be legally
enforceable in view of the counterparty and jurisdiction domicile concerned. Where there is
an executed CSA and confidence that it will be effective (again, internal and external counsel
opinion is sought), this is taken into account for exposure measurement.

The monitoring of exposure generated by derivative products covers nearly the complete
group. This capability enables regular and on-going MIS information to be available to
senior management.

Credit risk systems infrastructure

This entire process is administered and controlled within the bank’s credit risk systems infra-
structure, which is built in house and has been operating since 1999. The system is built to
track and enforce the risk parameters and controls of the bank and has shown flexibility and
robustness to ensure seamless support to the risk management operation. A strategic review
of this infrastructure undertaken in 2007 concluded that it remains fit for purpose and a
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three-year project to overhaul and rebuild the system to further stabilise it for the future
started in 2008. A new risk engine for PFE calculations based on Monte Carlo simulation, which
is part of this project, is expected to go live in 2010. This will increase the focus on sensitivity
of counterparty exposures to (stressed) market factors. Rabobank will subsequently apply for
the Internal Model Method to replace the Current Exposure Method.

4.6.2 Quantitative information counterparty credit risk and credit risk mitigation
Definitions used to provide insight into the derivatives, repos and securities finance exposures:

Gross positive fair value

This is taken as the sum of all aggregate positive MtM values for each counterparty in each
netting pool before any benefit is given for offsetting negative MtM values on the same
netting pool.

Netting benefits

The netting benefits applicable to each pool are worked out on a counterparty by counter-
party basis and are derived by referencing the impact or negative MtM values for each
counterparty, but only to the extent that positive MtM exists.

Netted current credit exposure
The gross positive fair value less netting benefits for each counterparty.

Collateral benefit

The offset arising from (net) collateral held to support the netted current credit exposure is
quantified on a counterparty by counterparty basis. For counterparty trading on repo trading
in particular, because trades are margined individually and in some instances we hold collateral
and in others we pledge collateral, the Collateral Held column is quantified on a net basis and
only collateral held is taken into account. Instances where Rabobank has pledged more
collateral to a counterparty than it has received are ignored. Collateral benefit is only recorded
for collateral held and only to the extent that positive netted current credit exposure exists.
Rabobank has determined that under prevailing market conditions, a one notch downgrade
would not have an effect on the amount of additional collateral that Rabobank would be
required to pledge under these agreements.

Net derivatives credit exposure

The netted current credit exposure less the collateral benefit for each counterparty
produces the net derivatives credit exposure for each counterparty, which, in short, takes
the positive trade MtMs for each counterparty and shows the impact of netting agreements
and collateralisation.

1) OTC Derivatives

The scope of these numbers is

(@) all OTC derivative transactions with counterparties executed under industry standard
legal netting agreements for derivative businesses (i.e., mainly ISDA but also referencing
local master agreements having the same or similar legal and netting effect as the ISDA
Master agreement), and

(b) any OTC derivative transactions with counterparties executed in the absence of an indus-
try standard legal netting agreement.

Collateral arrangements for this sector of trades is evidenced under a Credit Support Annex
(CSA) where counterparty MtM are pooled and netted against which calls are made or
received for collateral to be received or pledged to mitigate this exposure. The type of collate-
ral to be held and the criteria to be adhered to are set out in bank credit policy. Ostensibly this
is restricted to G7 cash and government bonds rated AA/Aa or better.
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OTC derivatives — captured under netting agreements

(A) (B) © D) (B)

Gross positive Netting Netted current Collateral Net credit

In millions of euros fair value benefits  credit exposure benefit exposure
INAUSTEY LY@ oo i e
Bank ... 28,664 ... 26,580 .. 2,084 ... 1,436 ... 648
Corparate. ..ot e 1,859 ... 236 1,623 . 48 ... 1,575
NBEL .o 4,358 .......0417 2,941 1,890 ... 1,051,
SOVEreIgN......ooo i 36 100 26 T 26
Total ... ... 34,917 ... 28,243 .......6674 ... 3,374 ... 3,300

OTC derivatives — not captured under netting agreements (gross pool)

Gross positive

In millions of euros fair value
INAUSTEY By oo
BANK e 362
COXPOIATE. ...t e 454
INBEL s e 2,076
SOVRIRIGIN. ...t et 38
TOAL ..o 2,930.

2) Repo / reverse repo

The scope of these numbers is all repo / reverse repo transactions with counterparties
executed under industry standard legal netting agreements for repo businesses (i.e., PSA/ISMA
and TBMA/ISMA). Repos and reverse repos are reported in the same line.

Collateral arrangements for this sector of trades are evidenced under the terms of the legal
master agreement and embedded in the terms of each individual transaction. The type of

collateral to be held and the criteria to be adhered to are set out in bank credit policy.

Repo / reverse repo - captured under netting agreements

(A) (B) (@) (D) (B

Gross positive Netting Netted current Collateral Net credit

In millions of euros fair value benefits  credit exposure benefit exposure
INAUSTEY LY@ oo
Bank ... 19 A5 4 2 2
COrparate. ...t e OO U OO STV OUSVTOVTOT SURTURURTOORTRY: -
NBEL ..o 97 21 76 60 ] 16
SOVereigN. ...t i T LT lF -
Total ... ........116 ... 36 80 62 ] 18

There are no repos or reverse repos that are not captured under netting agreements
(gross pool).

3) Securities finance exposure

The scope of these numbers is all securities lending and securities borrowing transactions
with counterparties executed under industry standard legal netting agreements for securities
lending businesses.

Collateral arrangements for this sector of trades are evidenced under the terms of the legal
master agreement and embedded in the terms of each individual transaction. The type of
collateral to be held and the criteria to be adhered to are set out in bank credit policy.
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These numbers are distinct from those provided under the ISDA OTC table above in that the
bank’s internal systems do not distinguish between cash and collateral when the transactions
are booked since daily margining adjustments made (to reflect movements in the MtM value
of underlying collateral) either by adjusting the cash or equity received or pledged on a trade
by trade basis (rather than across the portfolio as a whole).

Securities finance - captured under netting agreements

(A) (B) (@) (D) (B)

Gross positive Netting Netted current Collateral Net credit

In millions of euros fair value benefits  credit exposure benefit exposure
Industry type ...
Bank ...

.............. 13,3000 ........13,105 L1950 s 195

The benefits of netting and collateral as mitigants of credit risk are described above. While they
are mitigants of risk, they do not eliminate credit risk. If a counterparty experiences financial
adversity, it may not be able to honour its obligations under collateral agreements. This means
that an existing portfolio of trades may expose Rabobank to gross positive fair value and/or
netted current credit exposure before collateral that is not reduced because collateral calls are
not answered. Rabobank calculates the maximum increase (or positive movement) of netted
current credit exposure before collateral over a 10-day period with a 97.5% confidence band.
This calculated amount (the potential future exposure) is the credit exposure that is monitored
against counterparty credit limits.

4) Potential Future Exposure by product and industry type (in the 0 to 10-day time bucket)
The table below shows the potential future exposure as per 31 December 2009, broken down
by product type. For any trades benefiting from a collateral agreement, this is calculated as
described above.

Potential future credit exposure

Bank NBFI Corporate Sovereign Total
Collateralised Trades.............. .....10,099 .. 2,265 63 n 12,427
Credit.Default. Swaps* ... ... 31 4366 im 4,397
Debt Total Return.Swaps........  .oiiim 311 T, 311
Equity. Derivatives®.............. . 45 32 T T e 77
Forward® ... 721 261 342 158 1,482
EX.Options®. ... i 1o 12 s 13
Interest Rate Derivatives®...... ... 988 876 ... 2,293 8 ......4165
Total OTC Derivatives.......... .....11885 ... .8111 ... .. 2,710 166 ... 22,872
Repo./.Reverse Repo........cc. i, 255 148 T T 403
Equity. Finance............... 602 . 320 T T 922
Total ... 02,7420 8,579 ... 2,710 166 .....24,197

* Unless otherwise captured already in the Collateralised Trades category
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Structured credit exposure
in billions of euros
at year-end 2009

Non-subprime RMBS
CDO/CLO and other
corporate exposures
Commercial real estate
Other ABS

ABS CDO

US subprime
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3.0

23
1.3
1.0
0.2
0.2

Total exposure at default for trading and investment activities

In millions of euros EAD
At 31.December 2009 ... oo
BANK s 13,152
SOVEIEIGIN. ..o e 23,114
COEPOIATE ..t e 2,386
INBEL e 14,857
TOAL EAD . o 53,509

The EAD represents Rabobank Group’s exposure without taking into account the mitigation
activities, collateral held and agreements described above. The EAD calculation is performed
for the purpose of economic capital allocation. Hence it is not a fair reflection of credit risk
related to trading and investment activities.

5) Exposure on Credit Default Swaps (CDS)

This section provides the notional amounts for sold and bought protection via CDS broken
down by industry of the underlying. Figures for protection bought and sold are shown in the
table without being netted.

In millions of euros Protection sold Protection bought

INAUSTEY BYP@ .o

COXPOFALE ..o e 14,249
INBEL . e 3,302
Sovereign. L .985.
TOTAL .o 20,906

Rabobank actively participates in the CDS trading market, primarily as a net purchaser of credit
risk protection from other counterparties to hedge credit risk arising from bond positions.
CDS are not normally used to hedge exposures within the corporate bank. The figures above
represent the notional amount of credit risk default swaps that Rabobank entered into on a
gross basis without any netting. Overall Rabobank will always have more protection bought
than sold.

4.7  Structured credit, monoline insurers and leveraged finance

Structured credit

Rabobank Group incurs limited exposure to more structured investments in its trading and
investment portfolios. This structured credit exposure stood at EUR 8.0 billion at year-end
2009, and consisted primarily of high-quality investments with AAA ratings.

Structured credit exposure
rating distribution
year-end 2009

@ AAA 71%
® AA 12%
® A 10%
@® BelowA 7%
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The table below shows the classification of the structured credit exposures in the balance sheet.

Structured credit exposures (in millions of euros)

Trading financial assets

Available for sale and other financial liabilities
Sector Exposure Loans financial assets at fair value
ABS.CDO..... oo 224 224 T -
Other ABS........i 1,046 ... 1,046 T e -
Commercial real estate...... ... 1,261 ... 1,261 T -
Non-subprime RMBS ... ... 3,013 ... 2856 .. 157 -
CDO/CLO and other

....................... 1200 i 102

Structured credit exposures by rating category (in millions of euros)

Rating category

Sector Exposure AAA AA A Below A

ABS.CDO.....oooooiii
OtherABS.......ccccoocoovii.
Commercial real estate.........
Non-subprime RMBS
CDO/CLO and other

Total ...

Structured credit exposure by region (in millions of euros)

Western North Asia/ Africa/
Sector Exposure Europe America Pacific Middle East
ABS.CDO.....cooiiiiiiiiiiies e 224 153 Il T T
Other ABS........ii 1,046 8 1,027 ] 11
Commercial.real.estate........
Non-subprime RMBS............
CDO/CLO and other
Total ... . 7,989 ... 5,095 .. 2,437 445 12
e s 080 30% 6% 0%

A number of structured investments have been further impaired as a result of the further
deterioration of the US housing and corporate markets. These impairment losses involved
an amount of EUR 267 million after taxation for the full year 2009 and are recognised under
‘Result on financial assets and liabilities classified as at fair value through profit or loss'.

An additional provision of EUR 30 million after taxation has been formed in connection with
a liquidity facility that has been partially secured by subprime mortgages.
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Monoline insurers

Monoline insurers are counterparties in some credit default swaps used to hedge the credit
risk of certain investments. In most cases, solvency objectives are the main reason why these
investments were hedged rather than the credit quality of the investments. There was a further
deterioration in the creditworthiness of a number of monoline insurers in 2009, which was
reflected in the further downgrading of their ratings. Counterparty risk arises in relation to
these monoline insurers either because the value of credit default swaps with these counter-
parties increases due to a decrease in the value of the underlying investments, or because
other insured investments might result in claims for these insurers. When calculating the level
of counterparty risk, time-related aspects and the credit quality of the relevant investments
are taken into consideration. At year-end 2009, the total counterparty risk before provisions
amounted to EUR 1,321 million. The total provision increased to EUR 1,138 million, partly as a
result of the scaling down of the portfolio and the formation of an additional provision, which
had an impact on earnings of EUR 196 million after taxation recognised under ‘Result on
financial assets and liabilities classified as at fair value through profit or loss'.

As regards the above exposures, an actual exposure to a monoline insurer would arise only
if the relevant investments actually go into default and an insurance claim has to be filed with
the monoline insurer. Actual losses would be incurred only if both the investment and the
relevant monoline insurer are in default. At 31 December 2009, the counterparty risk was 183.

Monoline insurer rating Principal amount  Counterparty risk before  Total provisions  Counterparty risk after
(in millions of euros) 31-Dec-2009 provisions 31-Dec-2009 31-Dec-09 provisions 31-Dec-09
Investmentgrade....... ... 2,668 12 T 12
Non-investment.grade. ... 5009 01,3090 1138 171
Total ... JE 7,677 1,320 ] 1,138 183

Based on the positions at year-end 2009 as shown in the above table, any further downgrades
will only have a limited impact as provisions have been formed for most of the counterparty risk.

Leveraged finance

The leveraged finance portfolio of Rabobank International amounted to EUR 3.1 (3.4) billion
at year-end 2009. This portfolio is diversified and consists of a large number of relatively
small positions, notably in Dutch and other Western European businesses. Leveraged finance
activities focus primarily on Rabobank clients and the food & agri sector.
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5. Securitisations
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Own asset securitisation (originator role)

Rabobank uses own asset securitisation as an effective tool for capital and liquidity
management. Securitisation is part of the ICAAP process and is integrated within the long
term funding strategy of Rabobank Group. Securitisation is used to mitigate credit risk
exposures based on credit risk portfolio management, improve liquidity ratios and create
collateral for the Eurosystem credit operations.

A number of securitisation transactions are set up to improve liquidity ratios and create
collateral for the ECB only. These transactions do not mitigate credit risk exposures and are
completely retained by Rabobank. Therefore Rabobank is still holding capital for the under-
lying assets. The total amount of these type of securitisation transactions per 31 December
2009 was EUR 37.2 billion.

Securitisation transactions are compliant with Dutch Central Bank regulations (Supervisory
Regulation on Solvency Requirements for Credit Risk) and covered by internal policies.
The compliance with the regulations is documented and signed off by the internal Legal
department and Control department.

For regulatory capital purposes retained positions are reported via the rating based approach.
The following ECAIs are used: Fitch, S&P, Moody'’s and DBRS.

Securitisation transactions can be initiated by business units and at group level. All trans-
actions received a positive advice of the BRMC-RG and are approved by the Executive Board
of Rabobank.

In a traditional securitisation transaction, various financial assets are sold to SPEs, which then
issue securities to investors. Rabobank might acquire a part of these securities. In synthetic
securitisation, assets are not physically transferred but by using credit derivatives it is possible
to synthetically create a situation similar to a physical transfer. All SPEs are evaluated by
Rabobank under the IFRS consolidation rules. Based on this analysis Rabobank consolidates
all SPEs used in own asset securitisation transactions. As Rabobank is consolidating the

SPEs, all positions between Rabobank and the SPEs are eliminated. Most assets subject to
securitisation transactions are mortgage and other loan portfolios and are measured at
amortised cost. For further explanation about the Rabobank accounting policies with

regard to securitisation transactions, we refer to the Rabobank Group Consolidated Financial
Statements for 2009.

Securitisations in which Rabobank acts as a ‘sponsor’

‘Sponsor’ means an entity other than an originator that establishes and manages an asset-
backed commercial paper programme or other securitisation scheme that purchases
exposures from third party entities.

Rabobank manages several SPE’s (conduits) for which Rabobank acts as a sponsor. Several of
these conduits for which Rabobank acts as a sponsor are intended to give Rabobank’s core
clients access to the ABCP market and also serve as a diversified funding source for Rabobank.
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The conduits acquire exposures from Rabobank clients and finance these pools in the ABCP
market. As a sponsor, the bank manages/advises the programme, markets ABCP, and provides
liquidity and/or credit enhancements and other facilities for underlying transactions and for
the conduits themselves.

These transactions are initiated by the business within Rabobank International and assessed
and approved by appropriate credit and other committees.

Other conduits for which Rabobank acts as a sponsor are intended to provide a diversified
funding source. As a sponsor, the bank manages/advises the programme, markets ABCP, and
provides liquidity and/or credit enhancements and other facilities to underlying transactions
and to the conduits themselves.

These transactions are initiated by the business within Rabobank and assessed and approved
by appropriate credit and other committees.

Securitisations in which Rabobank acts as an ‘investor’
‘Investor’ means an entity that invests in securitisation positions originated, established or

managed by third party entities.

The objective of being an investor is to invest in high grade securitisation positions for better
risk adjusted return.

Quantitative analyses

Total outstanding exposures securitised by the bank and subject to the
securitisation framework by exposure type

In millions of euros At 31 December 2009

SUBTOTAL ... e 2,800
TOtal POITFOLIO. ..o 28,809

In 2009 Rabobank did not realise any new own asset securitisation transactions.

Amount of impaired/past due assets securitised and losses recognised during the
current period broken down by exposure type

Past due* Losses

In millions of euros Traditional Synthetic Traditional/synthetic

* Traditional: in arrear with payments > 90 days, synthetic: credit event
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1 Subject to the prior approval of De
Nederlandsche Bank, a bank may, in
accordance with the provisions of the
Dutch securitisation regulations,
attribute to an unrated securitisation
position in an ABCP programme a inter-
nally derived rating when the conditions
set out in the Dutch securitisation

regulations are satisfied.
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Aggregate amount of securitisation exposures retained or purchased broken
down by exposure type

In millions of euros Retained exposures
At 31.December 2009, .. ..o
Traditional SeCUITISAIONS ...
= ReSidential MOrtGAgES. .. ..o e 7,397
= COMMEICIAl MNOITGAGES. ..o e 2,766
2SIV LO@NS oo e 8,655
SUBTOTAL 18,818

SPONSOIeA . POSILIONS. ... e 10,992
INVESTOE POSITIONS. ... e 16,628
TOTAL o 48,814

In 2009 Rabobank repurchased some outstanding notes issued under own asset securitisation
programmes by means of public tender offers.

Aggregate amount of securitisation exposures retained or purchased and the
associated IRB capital charges

In millions of euros IRB approach IAA approach’ Total exposure
At31.December. 2009, .. ... e e e
Risk weight bands ...
L0 28,810 5 et 28,810
2.010%.2.20%......ooooioiiii e O T 1,941
2.20%.<.50%. ..o e 135 10,013 11,148
>.50%.<.100%.. B . S ¥

2.100% .<.650%........cooooiiiiiiiiiii e DAL S 94T
Deduction.awn funds.............ccoooiiiis i 2,008 T e 2,108
Total .. 35,827 10,013 45,840

The difference between the exposures reported in the tables above (48,814 and 45,840) can
be explained by the fact that:

- the retained positions are partly hedged via unfunded credit protection;

- use of credit conversion factors; and

- adjustment of first loss positions for provisions and tax.

The capital charge for securitisation positions is 1,157.
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6. Operational risk

Definition

Operational risk is the risk of loss resulting from inadequate or failed internal processes,
people and systems or from external events. Banks have always been exposed to these types
of risk, which have traditionally been managed as part of the day-to-day running of the busi-
ness rather than as a specific risk type. Under the economic capital programme Rabobank has
held capital for operational risk for many years.

Framework
Group Risk Management (GRM) has set up a framework for sound operational risk management,
covering all dimensions of operational risk. The Operational Risk Management (ORM) approach
is mandatory for all group entities of Rabobank (including subsidiaries and joint ventures with
a minimum share of 50%).

The framework distinguishes between responsibilities within group entities and responsibili-
ties at group level. In the ORM Group Policy the specific tasks and responsibilities for operatio-
nal risk management have been described at group level and group entity level.

ORM Framework

Rabobank Group

Group Entity

Define Business Risk Reporting Riskprofile Scenario’s
Management mapping Identification To own Rabobank
Structure/ and risk control l Generic KRI's I management Group
Approach 3 .
Rabobank Operational Capital
- Secure - Orgchart - Top down Group Risk Allocation
commitment — = — risk assessments Assessment Business Line
senlor | N S — Scorecard
management - Risk-analysis
and status - Event type
- Setup - Procesess riskcontrol . modules (x7)
operational > > > 3 Specific KRI's ~Scalars
Risk function - Riskprofile - KRI's
- Risk Analysis
- Design business - Action planning - ORMQM
unit and monitoring
implementation Incident

Event Type

approach Analysis Lessons learned: [l Capital Model

Sl and proces Risk awareness
Operational improvement External

- Establish policies i
risk incidents loss data

GRM has defined a control framework which contains requirements for operational risk
management that all group entities have to comply with. In general, Rabobank has opted for a
principle-based approach. In practice this means that GRM sets requirements on output and
quality of risk management instruments. The group entities are free to choose in which way
they will comply with the requirements.
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Rabobank makes use of the Basel Il event type classification in both the ORM framework and
the capital model. This classification is key to risk identification, incident registration and
capital calculation.

The most important ORM reports of group entities to GRM are the quarterly loss data
reports and the yearly report on the key operational risks the entity is facing.

Capital calculation

Since a couple of years the Advanced Measurement Approach (AMA) has been used to calcu-
late operational risk capital requirements. The AMA represents the highest possible ambition
level in operational risk management and capital calculation. Since 2009 Rabobank’s regulator
has allowed it to use the AMA framework for regulatory capital requirements as well.

While no strict standards have been formulated regarding the way in which economic capital
should be determined, there are stringent stipulations ensuing from the Basel Il regulations
regarding the calculation of regulatory capital according to AMA. For example, it has been
stipulated that the capital calculation must include the following elements:

- internal data;

- relevant external data;

- scenario analyses;

- business environment and internal control factors.
The insurance mitigation is not currently used.

Internal data

The internal loss data emerges from the mandatory quarterly reports on operational losses
over EUR 10,000. This obviously makes the reliability, accuracy and completeness of these
reports vitally important.

External data

The external loss data is based on quarterly reports from a company that specialises in
operational risk loss data collection. All events are reviewed conscientiously on relevance for
the Rabobank organisation before being added to the capital model.

Scenario analysis

Rabobank has developed a number of loss scenarios which are used to fill in any gaps in the
internal and external data. An example is a ‘pandemic’ scenario, which seeks to estimate the
chance and impact of a worldwide pandemic.

Business environment and internal control factors

The degree of risk control (business environment and internal control factors) is largely
dependant on the chance of an operational risk incident ocurring as well as the impact
of such an incident.

In order to calculate the final amount of the required economic capital for operational risk, the
economic capital is first distributed via an allocation key (scalars) to the group entities.
Per group entity the allocated capital is subsequently adjusted to match the quality of the risk
control in the group divisions.

The scalar allocation is a non-managerial element. A good scalar reflects the inherent risk and
size of each group entity with respect to an event type. Each scalar has an intuitive link to the
event type, and is based on objective data that is available for each group entity.

Rabobank Group bases its capital calculation and capital allocation on the following model.

34
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Modelling of Group capital
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1 Event types used are defined by the
Basel Il Accord. These are internal fraud,
external fraud, employment practices
and workplace safety, clients, products
and business practices, damage to
physical assets, business disruption and
system failure and execution, delivery

and process management.
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Economic capital

The economic capital model determines the probability distribution of operational incidents for
each event type based on the first three elements listed above (internal loss data, relevant
external loss data and scenario analyses).

These probability distributions provide insight into both the seriousness and the potential
frequency of operational incidents. The economic capital for operational risk for each event
type is determined based on the defined 99.99% reliability interval. The totals per event type
are added and because diversification effects are included, the total economic capital is less
than the sum of the totals per event type.

The calculated economic capital for operational risk is initially allocated to all divisions of
Rabobank Group, in order to gain insight into where the risks are located within the
organisation. The capital of the support units is then allocated to the group divisions within
Rabobank Group that have profit responsibility. The allocation occurs via distribution
formulas (scalars) based on the size of the related group division and its sensitivity to a
certain type of risk.

Finally, the economic capital is adjusted based on ‘business environment and internal control
factors’, with good controls giving a reduction of allocated capital and sub-standard controls
resulting in an increase in capital.

Regulatory capital

The calculations for regulatory capital differ on a few points from those for economic capital.
The major difference is that regulatory capital is calculated at a 99.9% confidence level
(instead of 99.99% for economic capital). Also, no mitigation of capital due to insurance is taken
into account for regulatory capital calculations. As of Q4 2009 diversification effects are also
taken into account for regulatory capital; before Q4 2009 no diversification was incorporated.
The combined effect of these differences is that regulatory capital is less than economic
capital, the ratio being approximately 80%.
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Scorecard

The quality of risk control is measured by quarterly scorecard reports from the group entities

to Group. In development of the scorecard model for the purpose of operational risk capital

allocation, two objectives were taken into account.

1. Isolation of group entity performance: if capital increases (decreases) due to a deterioration
(improvement) in the performance of a single group entity, then the capital change should
be entirely allocated to this group entity.

2. Fair allocation of externally driven changes: if capital changes due to outside influences,
then this capital should be distributed fairly amongst the group entities. For example, in
the past many new large external incidents were observed due to September 11th. The
occurrence of these incidents implied that the model saw the ‘world’ as a riskier place and
the predicted capital number increased.

Isolation of group entity performance (objective 1 above) is assured because the effect of the

incentives framework (ORMQM, quality of risk indicators and quality of risk identification

assessment) is applied to capital at group entity level. It is therefore not influenced by the per-
formance of other group entities. The second objective is achieved in a relatively straightfor-
ward manner. In the model, group-wide capital is allocated to group entities on the basis of
their scalar score. This score represents a fair basis on which to allocate any additional capital.

Ensuring the integrity of the scalar score therefore automatically satisfies this objective.

The ORM Quality Module (ORMQM) is a questionnaire answered by the Group entities that
determines the degree to which a Group entity complies with the Group policy requirements
and recommendations. The answers should furnish proof in the areas of:

- integrity of internal data;

- embedding of ORM policy in daily operational risk management;

- incident analysis for process improvement;

- risk identification and risk management;

- other policy and organisational embedding;

- risk awareness;

- reporting;

- business continuity management.

The ORMQM can lead to a capital adjustment of +20% to -5% depending on the degree of
compliance with the Group policy requirements.

In addition to the ORMQM adjustment, a second adjustment is applied to the capital allocated
by scalars. This adjustment is based on risk indicators and contains two building blocks:

1. generic indicators;

2. specific indicators.

These two items can both lead to a maximum reduction of 5% of the initial capital allocated
by the scalars and are discussed below.

The generic indicators form, together with the other risk management measures, instruments
that reduce the probability that Rabobank Group will suffer significant operational risk losses.
The generic indicators specifically serve as early warnings of potentially major threats, so that
Rabobank Group’s senior management can anticipate these threats in good time.

As subjects for the generic indicators ten areas have been selected for which insufficient
insight and management control could lead to significant operational losses to Rabobank.
Establishing indicators in these areas will contribute to reducing the probability of potential
losses.
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The ten areas of generic risk indicators are:
1. business continuity management;

2. quality of operational loss data;

3. fraud detection;

4. information security;

5. system integrity;

6. third-party services;

7. staff integrity;

8. regulatory compliance;

9. follow-up of audit findings;

10. product development and change management.

In addition to the generic indicators, each group entity needs to implement at least ten
indicators that, together with the other measures taken, help to manage its specific
operational risks. These indicators need to be linked to the largest operational risks that the
group entity has identified. GRM/ORM has formulated requirements on how the specific indi-
cators should be established and how they should be embedded in the organisation.

The third and final adjustment of the initially allocated capital by the scalars is based on
an assessment of GRM/ORM of the risk identification that each group entity has to conduct
annually.

The resulting regulatory capital for operational risk amounts to 1,270 whereby the event
type with the largest allocated capital is client products and business practices. The inter-
national business units of Rabobank Group allocate regulatory capital to legal entities in
other jurisdictions.
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7. Market risk
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Definition

Market risk relates to changes in the value of the trading portfolio as a result of price changes
in the market. Market risk arises on open positions in relation to interest rates, currency, credit
spreads and share-based products, all of which are subject to general and specific market
movements. Rabobank employs a Value at Risk (VaR) method to estimate the market risk of
positions it holds and the maximum expected losses. The method requires a number of
assumptions to be made for various changes in market conditions. In order to estimate the
risk under ‘abnormal’ market conditions as well, the effect of certain extreme events (‘event
risk’) on the value of the portfolios is measured.

Risk management framework

Limits and risk appetite

Each year, the Executive Board determines the risk appetite and corresponding VaR and event
risk limits. These limits are converted into limits at book level and are monitored daily by the
Market Risk Management department. The risk position is reported to senior management on a
daily basis and discussed in the various risk management committees each month. In addition
to the VaR limits, a very extensive system of trading controls per book is in place. These controls
include among others rotation risk, delta profile limits per bucket, nominal limits and the
maximum number of contracts, thus avoiding that risks that offset each other in the VaR
system from being overlooked.

Internal model (VaR)

The internal VaR model forms an integral part of Rabobank'’s risk management framework;

it has been approved by the Dutch Central Bank and is also applied to determine the solvency
requirement for market risk. Rabobank has opted to apply a VaR based on historical simulation
for which one year’s worth of historic data is used. The VaR is calculated over time horizons of
both one day and ten days. For internal risk management purposes, Rabobank has opted for a
confidence level of 97.5%. The VaR with a confidence level of 99% is also calculated on a daily
basis. For solvency calculations a confidence level of 99% is used, as prescribed by the regula-
tor.

The major benefit of a VaR model based on historical simulation is that no assumptions
need to be made in terms of distribution of possible value changes of the various financial
instruments. A drawback is that a specific period of historic market movements needs to be
selected, which may affect the level of the calculated VaR. Further to the requirements of the
supervisory authority and after internal research, Rabobank has opted for a historical period
of one year.

Back testing

Back testing is a risk management technique applied to evaluate the quality and accuracy

of internal VaR-models. In essence, back testing is a routine comparison of model generated
risk measures (daily VaR) with the subsequent trading outcomes (hypothetical or actual P&L).
The VaR is expected to be larger than all but a certain fraction of the trading outcomes,
where this fraction is determined by the confidence level assumed by the VaR-measure.
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The performance of any VaR forecast depends on:

- the ability to predict unexpected end-of-day market price movements;
- the ability to predict intraday P&Ls and non-trading income; and

- the capacity to forecast changes in end-of-day positions.

Potential sources of inaccuracies in the VaR framework are manifold and broadly include:
- false position information;

- corrupted historical market data;

- wrong product pricing methodology;

- inaccurate risk assessment methodology; and

- incorrect P&L estimation.

Using back tests the quality of the VaR-model can be assessed in terms of the distributional
assumptions, market price validation, and transaction or position registration. In line with
regulations, Rabobank Group uses the 99% confidence level, 1-day holding period VaR for the
purpose of back testing. Back tests are carried out at a consolidated level and at portfolio level
using both actual P&L and hypothetical P&L. Back testing results are reported to the regulator
on a quarterly basis. Outliers are reported and individually analysed if larger than an operational
threshold (EUR 50,000 for portfolios with a VaR = < EUR 500,000, and 0.15 times VaR for port-
folios with a VaR > EUR 500,000). In 2009 there were no situations in which the actual P&L
exceeded the consolidated VaR. The number of outliers is an indication of the quality of the
internal model, the lower the number of outliers, the better.

Stress testing

Stress testing is a tool to deal with events not captured by the VaR model. It is used to gauge
the impact of extreme but plausible predefined moves in the key market risk factors on the
Profit and Loss (P&L) of individual trading and investment books. Although VaR plays an essen-
tial role in risk assessment and reporting, it is recognised that due to its underlying statistical
assumptions, it ought to be complemented by stress testing for a more complete picture of risk.

For the purpose of the stress testing programme, Rabobank Group designed a large number
of global scenarios, derived on the basis of historical calibration, portfolios composition, and
current macroeconomic/financial market situations. The scenarios are global, homogeneous
for all geographical regions, and diversified into the following classes:

- commodities;

- credit;

- equities;

- FX-rates;

- interest rates;

- treasury spread; and

- inflation related products.

The applied shocks generally represent up and down movements in risk factor. The portfolios
sensitivity is examined daily by applying a constellation of two to six scenarios, with an aim to
report a maximum negative result as exposure under a trading control. Global scenarios are
revisited semi-annually but more frequently in response to market developments. The review
will typically include risk factors, shock sizes and trading control levels. New scenarios will be
added if appropriate.

Currency risk
Rabobank is exposed to exchange rate fluctuations impacting its financial position and
cash flows.

Just as with other market risks, the currency risk exposure of the trading books is managed
using VaR limits set by the Executive Board. This risk is monitored on a daily basis. The policy
aims to prevent open positions whenever possible. The non-trading books are only exposed
to the translation risk on capital invested in foreign activities and on issues of hybrid equity
instruments not denominated in euros. To monitor and manage translation risk, Rabobank
pursues a policy of protecting equity against exchange rate fluctuations.
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Risk measurement

The figure below shows the development of market risk during 2009, as measured by the VaR
with a 1-day holding period and 97.5% confidence level. During 2009 the internal VaR limit
stood at EUR 56 million.

VaR overview (1 day, 97.5% confidence)
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As the table below shows, the VaR can be broken down into a number of components, of
which changes in interest rates and credit spreads are the most important. Since opposite
positions in different books offset each other to a certain degree, this results in a diversification
benefit that reduces the total risk. The VaR is the result of both historical market trends and the
positions taken. Thanks to the intervention by governments and central banks, the financial
markets normalised after the first quarter of 2009, which is reflected in the trend of the VaR.

In 2009, improvements were made to the calculation methodology and changes were made
to positions, books and activities. At 31 December 2009, the consolidated VaR was 27. This is

a relatively limited position, as is also evident from the fact that only a small part of total
economic capital is held for market risks from trading activities. For the year under review the
VaR has been as follows:

VaR overview

Interest Foreign
In millions of euros rate Credit currency Shares  Diversification Total

2009 .-.31.December...........
2009 -.average.....................
2009.=.highest.....................
2009 - lowest

VaR is not the only risk indicator used. The Basis Point Value indicates how the value of positions
changes if the yield curve shows a parallel increase by 1 basis point. These positions are shown
for each key currency in the table below:

Basis Point Value

(in millions of euros) 31-Dec-09
Euro...oo Q.12
United. States.................. (0.24)
United Kingdom................ (0.05)
Australia...............o. (0.10).

Based on the internal model approved by the Dutch Central Bank, the Basel Il solvency
requirement for market risk amounts to 211.
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8. Equities in banking books

Total exposure at 31 December 2009 of equities in banking books amounted to 4,755
resulting in a capital requirement of 1,281.

In the next table, Rabobank’s equity holdings outside the trading book are grouped based
on the intention of the holding. All equities in the investment portfolio are booked at fair
value. The evidence of published price quotations in an active market is the best evidence of
fair value and when they exist they are used to measure the value of financial assets and
financial liabilities. For equities with no published price quotations, internal valuation techni-
ques are used to establish fair value. Strategic investments are recognised in accordance with
the equity method. With this method, Rabobank’s share in the profits and losses of an associ-
ate — subject to Rabobank’s accounting policies — (after the acquisition) is recognised in profit
and loss, and its share in the changes in reserves after the acquisition is recognised in reserves.
The cumulative changes after acquisition are adjusted to the cost of the investment.

Equity overview

Risk-weighted Cumulative Realised

exposure Capital unrealised gains/losses

In millions of euros Carrying value amount requirement gains/losses in the period
Investment.portfalio........... ... 943 ... 1,904 153 (190) . (83)
Strategic.investment........... ... 3,812 .. 14,104 ... 1,128 i 592
Total ... ... 4755 .. 16,008 ... 1,281 . (190) 509

Of the carrying value 830 is for private equity exposures in sufficiently diversified portfolios
(risk weight 190%), 113 for exchange traded equity exposures (risk weight 290%) and 3,812 for
all other equity exposures (risk weight 370%).
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9. Interest rate risk in the banking books

Definition

Interest rate risk is the risk that the bank’s financial result and/or economic value may decline
due to unfavourable developments in interest rates. This risk may arise due to an interest rate
mismatch between assets and liabilities (mismatch risk), due to interest-related options
embedded in products that could affect cash flows (option risk), due to possible changes in
the yield curve (yield curve risk) and due to changes in the relationship between various yield
curves (basis risk). Any interest rate risk run by customers due to the fact that their payment
obligations increase as a result of higher interest rates does not affect Rabobank’s interest rate
risk position. Interest rate risk in the trading books is part of market risk.

Risk management framework

Accepting a certain level of interest rate risk is inherent in the business of banking and can
be a major source of results and value creation. Each year, the Executive Board, under the
supervision of the Supervisory Board, determines the risk appetite and corresponding limits.
Reports on the current interest rate risk position are submitted to the respective risk
management committees on a monthly basis. The various Treasury departments within the
group entities are responsible for the daily monitoring activities. Furthermore, on a quarterly
basis the risk positions are reported to the supervisory authority, the Dutch Central Bank.

Interest rate risk is not only measured on the basis contractual terms; the bank’s internal
interest rate risk model also takes client behaviour into consideration. For instance, premature
mortgage repayments are taken into account and balance sheet items without a term
stipulated by contract, such as savings and current account balances, are modelled based on
what is known as the replicating portfolio method. Portfolios of money market and capital
market instruments are selected that most clearly reflect the behaviour of these items.

Gap analyses, duration determination and simulation are used to determine the interest rate
risk. Both the Income at Risk and Equity at Risk are subject to restrictions. Another risk indicator
is the Basis Point Value (BPV). The BPV is the absolute loss in market value of equity that arises
in the event of a parallel increase of the entire interest rate curve by 1 basis point.

Risk measurement

Income at Risk

The table on the next page sets out the sensitivity of the interest rate result (interest income
less interest expense, before tax) for the next two years based on a stable balance sheet
structure and no management intervention. The impacts in the first and second year are listed
separately and are based on the assumption that the interest rate will show an even and
parallel increase/decline by 200 basis points during the first 12 months and remain at the
same level in months 13 through 24. The simulation of the possible interest income is based
on an interest rate risk model developed in-house, whereby certain assumptions are made in
respect of the interest rate sensitivity of products whose interest rates are not directly linked
to a certain money or capital market rate, such as savings of private customers. A smaller
increase or decrease will have a proportionally similar effect.
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Income at risk, as per 31 December 2009

In millions of euros 200 bp increase 200 bp decline
A1 2MONENS. o +129 (83)
13224 mMONTNS oo +379 (363)
Equity at Risk

The table below shows the sensitivity of the economic value of equity to interest rate changes,
whereby the economic value of equity is defined as the present value of the assets less the
present value of the liabilities plus the present value of the position held in derivative financial
instruments, based on the assumption that the yield curve increases and declines by 200 basis
points at once. The percentages in the table represent the deviation from the current present
value of equity.

Equity at risk, as per 31 December 2009

In % 200 bp increase 200 bp decline

Economic.value. of @QUILY..........cocooiiiiii it e 210% i £12%

The aforementioned methods are supported by various scenario analyses, for instance to
determine the quotation risk of pending mortgage quotations. The results of these scenario
analyses are important for integral interest rate risk management purposes and are included
in reports to senior management.

Basis point value

During the year under review, the BPV never exceeded 26. The IFRS equity deviates from the
market value of equity used for the purpose of analysing the impact of interest rate changes
on the market value of equity. Since a substantial number of balance sheet items is not
subject to value changes in terms of IFRS as a consequence of interest rate changes, any
effects will be recognised in IFRS equity through profit and loss.
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10. Liquidity risk
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Definition

Liquidity risk is the risk that the bank is unable to meet all of its (re)payment obligations, as
well as the risk that the bank is unable to fund increases in assets at reasonable prices or at all.
This could happen if, for instance, clients or professional counterparties suddenly withdraw
more funds than expected, which cannot be met by the bank’s cash resources or by selling or
pledging assets or by borrowing funds from third parties.

Risk management framework

For Rabobank Group liquidity risk has always been an important risk type. Accordingly,

our policy is to match the maturity of the funding with that of the loans. Long-term lending
is funded by amounts due to customers and long-term professional market funding.

The management of liquidity risk is based on three pillars.

The first pillar sets strict limits to the maximum outgoing cash flows of our wholesale banking
business. This prevents excessive dependence on the professional market. To this end, the
bank measures and reports on a daily basis which incoming and outgoing cash flows are to
be expected over the next thirty days. In addition, limits have been set for such outgoing
cash flows, for each currency and location. In order to be prepared for possible crises, detailed
contingency plans have been drawn up.

Via the second pillar, a large buffer of readily marketable securities is being held. If necessary,
these assets can be used for borrowings from central banks, in repo transactions or direct
sellings in the market, as a way of generating liquidity. Over the past years, part of Rabobank
Group’s mortgages portfolio has been (internally) securitised, making it eligible for refinancing
with the central bank and thus serving as an extra liquidity buffer. Since this concerns internal
securitisations for liquidity purposes only, they are not reflected in the economic balance
sheet, but they do add to the available liquidity buffer.

Via the third pillar, liquidity risk is limited by Rabobank Group’s prudent funding policy, which
is to meet the funding requirements of the Group entities at an acceptable cost. In this context,
diversification of funding sources and currencies, flexibility of the funding instruments used
and active investor relations play an important role. This prevents Rabobank Group’s over-
dependence on a single source of funding.

Risk measurement

Several methods have been developed to measure and manage liquidity risk. Methods used
include the CA/CL (Core Assets/Core Liabilities) method. This analysis is based on the cash
flow schedule of all assets and liabilities. Using various time periods, a quantification is made
of the assets, unused facilities and liabilities that will probably still be or appear on the balance
sheet after assumed and closely defined stress scenarios have occurred. These remaining
assets and liabilities are referred to as core assets and core liabilities, respectively, and their
interrelationship is the liquidity ratio. Given the highly conservative weightings used, a ratio
below 1.2 is considered adequate. In 2009, this was again the case for the scenarios used.
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The Dutch supervisory authority also provides extensive guidelines for measuring and
reporting the liquidity position of Rabobank Group. Its liquidity position measured according to
these guidelines is more than adequate, with the available liquidity exceeding the requirement

by 28% on average.

The table below sets out the Asset Backed Commercial Paper conduits. Outstanding Asset
Backed Commercial Paper declined to 15.3 billion in December 2009 (2008: 17.5 billion), largely
owing to the termination of the Neptune programme. These money market investment vehicles
are mainly used for financing own originated loans and customer loans and receivables.
These vehicles form an integral part of Rabobank Group’s liquidity risk management and have
been largely included in the consolidated statement of financial position since the introduction

of International Financial Reporting Standards.

Amount outstanding
(in billions of euros)

Type Programme Launched 31-Dec-09  Underlying portfolio
Solvency. management Atlantis............... 1997 9.5 Own.ariginated loans......
Client facilitation........... . Erasmus........ 2000, 2.3 Predominantly customer
........................................... . Nieuw.Amsterdam. 1999...... ...............2.3 loansand.receivables.....
High-quality asset-
Securities arbitrage....... Tempo............... 2007.ioie e 1.2 backed.securities............
Total ... OO OSSOSO 153
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List of abbreviations

ABCP Asset Backed Commercial Paper

AIRB Advanced Internal Ratings Based

ALCO Assets and Liabilities Committee

AMA Advanced Management Approach

BCBS Basel Committee on Banking Supervision
BPV Basis Point Value

BRMC-RG Balance sheet and Risk Management Committee Rabobank Group
CBA Confidence Band Approach

CDS Credit Default Swap

CFO Chief Financial Officer

CFRO Chief Financial Risk Officer

CPM Credit Portfolio Management

CRD Capital Requirement Directive

CSA Credit Support Annex

DNB De Nederlandsche Bank

EAD Exposure at Default

ECAI External Credit Assessment Institution

ECB European Central Bank

EC Economic Capital

EL Expected Loss

GFM Global Financial Markets

GRM Group Risk Management

IBNR Incurred but not Reported

ICAAP Internal Capital Adequacy Assessment Process
IFRS International Financial Reporting Standards
IRB Internal Ratings Based

ISDA International Swaps and Derivatives Association
KRI Key Risk Indicator

LGD Loss Given Default

MtM Mark to Market

NBFI Non-Banking Financial Institution

ORM Operational Risk Management

ORMQM  Operational Risk Management Quality Module
oT1C Over The Counter

P&L Profit and Loss

PD Probability of Default

PFE Potential Future Exposure

RAROC Risk Adjusted Return On Capital

RC Regulatory Capital

RRR Rabobank Risk Rating

RWA Risk-Weighted Assets

S&P Standard and Poor’s

SME Small and Medium-sized Enterprises

SPE Special Purpose Entity

TRS Total Return Swap

UL Unexpected Loss

VaR Value at Risk
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