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Research Update:

The Currency Exchange Fund N.V. Upgraded To
'A/A-1' On Improved Business Resilience; Outlook
Stable

Overview

W rate a fund based on its ability to liquidate its portfolio at any
given tinme, and in an orderly fashion, after satisfying all creditors.
The enphasis on liquidation is therefore greater for funds than for other
operating entities, such as banks.

e Following a review, we believe that The Currency Exchange Fund N. V. (TCX)
denonstrates structurally strong liquidity and adequate capitalization
even under extrene foreign exchange stress in the traded frontier
mar ket s.

* W also view favorably TCX s 10-year track record of growth, the high
I'i keli hood of ongoing support fromits various governnent owners, and its
strengt hened ri sk managenent tools and policies over the past few years.

W are therefore raising the ratings on TCXto "A/A- 1" from'A-/A2".

 The stable outl ook reflects our view that TCX s business nodel will
remai n sustainable in the next two years thanks to adequate pricing and
ri sk managenent, and durable |inks with sharehol ders.

Rating Action

On July 26, 2018, S&P d obal Ratings raised its long- and short-term i ssuer
credit ratings on Netherlands-based The Currency Exchange Fund N. V. (TCX) to
"AA1 from'A-/A2'. The outlook is stable.

Rationale

The upgrade follows a review of the fund's ability to liquidate its portfolio
at any given tine, and in an orderly fashion, after satisfying all creditors
(in this case, the holders of derivatives). The hei ghtened enphasis on
liquidation is greater for funds than for other operating entities, such as
banks. As a result of the review, which focused on structural liquidity and
sol vency positions under extrene currency nmovenents, we revised the
stand-al one credit profile (SACP) to 'bbb' from ' bbb-'.

In our view, a default of TCX on its derivative obligations would only occur

if TCX suffered | osses greater than its capital base. This is because we
believe liquidity is a structural strength of the business nodel and is
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unlikely to be a cause of default. At md-2018, assets mainly conprised cash
and highly rated securities (83%, positive mark-to-market on derivative
contracts (8%, and paid cash collateral (8% . Capitalization is inherently
nore volatile, but we view positively the sharehol ders' willingness to
replenish it should the fund's total capital ratio decrease to 14% of

ri sk-wei ghted assets (RWAs) as per TCX cal cul ations, or $446 mllion as of
June 2018. This conpares with a potential loss of $475 mllion, equivalent to
14. 9% of RWAs at the sane date, should each currency performat its worst
level in the past 20 years (in other words, a concurrent event), according to
TCX' s own foreign exchange stress testing. We therefore consider the capita
buffers TCX enjoys to be adequate, and creditors to be adequately protected by
the fund's own buffers and support framework, which is critical to our
assessnent.

Mor eover, TCX now has a 10-year track record of sustainable growh and

busi ness devel opnment, whi ch has established the fund as a reference for
enmerging and frontier markets currency hedgi ng. The fund's hedging portfolio
conpri ses exposures to 53 currencies globally spread across a gross primary
hedgi ng portfolio of $2.1 billion. W also note that the fund's internal rate
of return since its inception has been slightly positive, over a period that

i ncludes two stressful periods for frontier and energi ng nmarkets currencies,
in 2008 and 2014-2015.

We al so view positively TCX' s strengthening of its risk managenent tools and
policies. Notably, TCX introduced an internal capital adequacy assessnent
process in 2014 to review and better assess its capital and liquidity position
by taking into account el enents such as un-peg risk and goi ng concern stress
test losses. In the first half of this year, this led to an increase in TCX' s
pillar Il capital requirement to 6% from3% at a tine when the fund' s record
production (year-to-date) could have incentivized the fund to not increase its
capital requirenents. TCX has al so strengthened its approach to counterparty
risk, with a tightened onboardi ng process and collateral, and guarantees when
dealing with onshore borrowers, whose credit standing is typically |ower than
that of offshore I enders. TCX has al so been increasingly using offsetting
hedges ($345 million as of June 2018), which support the fund's production
whi | e mai ntai ni ng net hedgi ng vol unes w thin geographical and currency limts.

TCX' s mai n sharehol ders are the Netherl ands Devel opnent Fi nance Conpany (FMD,
KfW and the European Bank for Reconstruction and Devel opnent, which each hol d
a 14.8% stake. The fund wel comed t he European |nvestnent Bank as a new
sharehol der in June 2016 (10% st ake).

W base our view of a high likelihood of extraordinary support on our
assessment of TCX's inportant role for, and its very strong link to, its
owners and their related governnents. This results in a three-notch uplift
fromthe 'bbb" SACP

We assess TCX' s role as inportant because it operates as an independent entity

that contributes to the provision of an inportant public policy nandate by its
sharehol ders and their rel ated governnents. TCX, via its sharehol ders,
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supports official devel opnent assi stance. The Net herl ands, Gernmany, France,
and Japan are all nenbers of the CECD Devel opnent Assistance Conmittee, an

i nternational forumthat pronotes devel opnent cooperation and other policies
SO0 as to contribute to sustainable devel opnent in devel oping countries. Cur
assessment of TCX' s role for its owners also considers that the focus of TCX s
activities is not on the owners' donestic narkets, and these activities do not
have systemi c relevance. TCX' s role for its owners could also decrease if it
generated insufficient | ocal currency |ending business. At the sane tinme, we
expect that under such scenarios, the owners woul d have TCX run down its
operations in an orderly manner and provide support, if necessary, until TCX
finished its operations.

W assess TCX's link to its owners as very strong, because they created it,
provided it with capital as an independent entity, and maintain a strong

i nfluence on the fund's strategic and business plans. Both the Dutch
governnent--through the Dutch Mnistry of Foreign Affairs--and the German
gover nient - -t hrough Kf W - provi de subordi nated convertible | oans to TCX

Al t hough the shareholders are entitled to start claimng capital redenptions
gradual Iy, we expect no major clainms for capital redenptions that would
threaten TCX's financial strength. |If shareholders w shed to exercise this
option, withdrawal rights would be limted to a maxi rum of 20% of tota
capital per year. Furthernore, sharehol ders have al so agreed additiona
restrictions to redenption, including a clause preventing capital redenption
by a shareholder if it would lead to a fall in TCX's internal capital ratio to
l ess than 18% of RWAs.

Outlook

The stable outlook reflects our view that TCX s business nodel will remain
sustainable in the next two years thanks to adequate pricing and risk
managenent, and durable [inks with sharehol ders, which have strong incentives
to ensure the solvency of the fund and its ability to nmeet their business
needs. These strengths anchor the fund's creditworthiness at 'A, despite its
i nherently volatile profitability.

Downside scenario

We coul d downgrade the fund should the strength and predictability of its
links with sharehol ders weaken as a result, for exanple, of unsustainable
performance through the cycle or the inplenmentation of public policies that do
not support the fund's role. W would also view negatively the fund's failure
to maintain a robust risk nanagenment frameworKk.

Upside scenario

Conversely, we could raise the ratings if TCX s financial profile inproved
significantly, with materially higher capital capable of buffering a
concurrent stress scenario across all traded currencies.
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Upgr aded
To From
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| ssuer Credit Rating Al Stabl e/ A1 A-/ Stablel A-2

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

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

WWW .STANDARDANDPOORS.COM/RATINGSDIRECT JULY 26,2018 5



Copyright © 2018 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of
Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party
providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use
of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P's opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives. Rating-
related publications may be published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication
of a periodic update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com
and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

WWW .STANDARDANDPOORS.COM/RATINGSDIRECT JULY 26,2018 6



	Research:
	Overview
	Rating Action
	Rationale
	Outlook
	Downside scenario
	Upside scenario

	Related Criteria
	Ratings List


