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Fitch Affirms De Volksbank at 'A-'/Stable, Upgrades Short-
Term IDR to 'F1°

Fitch Ratings-Paris-25 October 2019:

Fitch Ratings has affirmed de Volksbank N.V.'s Long-Term Issuer Default Rating (IDR) at 'A-' and
Viability Rating (VR) at 'a-'. At the same time, Fitch has upgraded the bank's Short-Term IDR to 'F1'
from 'F2'. The Outlook on the Long-Term IDR is Stable.

A full list of rating actions is at the end of this rating action commentary.

The rating actions are part of a portfolio review of major Dutch banking groups rated by Fitch.

Key Rating Drivers
IDRS, VR, SENIOR PREFERRED DEBT AND DERIVATIVE COUNTERPARTY RATING

De Volksbank's ratings reflect the bank's sound asset quality and overall moderate risk appetite,
with a focus on low-risk residential mortgage lending, high risk-weighted capital ratios and sound
leverage. The ratings also reflect the bank's fairly undiversified business model and a franchise
that lacks the breadth of the three larger Dutch banks.

De Volksbank's impaired loans are low (1.2% of gross loans at end-June 2019, 1.0% in mortgage
lending). The bank's asset quality has been improving, helped by a benign operating environment
in the Netherlands and the bank's reasonably conservative underwriting. We do not expect de
Volksbank to deviate from its narrow but fairly low-risk business model or to materially increase its

risk appetite.

We expect the bank's revenue to remain under pressure from subdued loan growth, prevailing low
interest rates and intense competition in Dutch mortgage lending. The necessary accumulation of
liabilities eligible to meet the minimum requirement for own funds and eligible liabilities (MREL)
will also weigh on funding costs. Despite these challenges, de Volksbank maintained healthy
profitability so far with annualised operating profit/risk weighted assets (RWA) and return on
average equity of 4.6% and 8.7%, respectively, in TH19. Good cost-efficiency will be crucial to
maintaining profitability in the medium term as loan impairment charges (LICs) eventually

normalise at higher levels.



De Volksbank's Fitch Core Capital (FCC; 39.6% of RWAs at end-June 2019) and common equity Tier
1 (CET1; 37.1% at end-June 2019) ratios compare favourably with Dutch banking peers'. This is due
partly to a very high share of mortgage loans on the bank's balance sheet and their low
risk-weighting. The introduction of a risk-weight floor under Basel lll end-game rules is likely to
reduce the bank's risk-weighted capital ratios, but will be subject to a long phase-in period. The
impact could be partially brought forward by risk-weight floors for mortgage loans not covered by
the Dutch mortgage guarantee (NHG) as proposed by the Dutch central bank with effect from late
2020.

Fitch expects the impact to be manageable in light of de Volksbank's high capital ratios. The bank's
Basel leverage ratio target of at least 4.75% will help it preserve sound buffers over its regulatory
capital requirements despite RWA inflation. The bank's 5.3% Basel leverage ratio at end-June 2019

is sound and commensurate with its retail banking profile.

De Volksbank is predominantly funded by domestic retail deposits. The bank had a
loans-to-deposits ratio of 104% at end-June 2019 and its funding mix is stable with only limited
reliance on wholesale funding. Liquidity is sound with a liquidity coverage ratio of 147% at
end-June 2019 and is underpinned by a buffer of high-quality liquid assets well in excess of

wholesale funding maturities in the next two years.

The Short-Term IDR was upgraded to 'F1' from 'F2' previously. It is the higher option mapping to an

'A-' Long-Term IDR, reflecting our view of the bank's funding and liquidity score of 'a'.

De Volksbank's Derivative Counterparty Rating (DCR) is at the same level as the Long Term IDR
because under Dutch legislation, derivative counterparties have no preferential status over other
senior obligations in a resolution scenario. De Volksbank's senior preferred debt is rated in line
with the bank's IDRs. Fitch views the probability of default on senior preferred debt as the same as
the probability of default of the bank. This is because de Volksbank's buffers of more junior debt
(5.7% of RWA at end-June 2019) are insufficient to materially reduce the risk of default for de

Volksbank's senior preferred creditors in case of failure.
SUPPORT RATING AND SUPPORT RATING FLOOR

The Support Rating of '5' and Support Rating Floor of 'No Floor' reflect Fitch's view that senior
creditors cannot rely on receiving full extraordinary support from the sovereign if de Volksbank
becomes non-viable. The EU's Bank Recovery and Resolution Directive and the Single Resolution
Mechanism for eurozone banks provide a framework for resolving banks that is likely to require
senior creditors participating in losses, if necessary, instead of or ahead of a bank receiving

sovereign support.



SUBORDINATED DEBT

Subordinated debt is rated one notch below de Volksbank's VR, reflecting the higher-than-average
loss severity of this type of debt. Fitch does not apply additional notching for incremental
non-performance risk relative to the VR given that any loss absorption would only occur once the
bank reaches the point of non-viability.

RATING SENSITIVITIES
IDRS, VR, SENIOR PREFERRED DEBT AND DERIVATIVE COUNTERPARTY RATING
An upgrade is unlikely given the constraints of de Volksbank's franchise and business model.

While currently not Fitch's base case, de Volksbank's ratings could come under pressure if risk
appetite increases, for example through a loosening of underwriting standards or a significant and
rapid shift in the business model, particularly if that would worsen asset quality and capitalisation
in the longer term.

De Volksbank's Short-Term IDR and short-term senior preferred debt ratings are sensitive to

deterioration in the bank's funding and liquidity.

De Volksbank's senior preferred debt ratings are also sensitive to changes in the bank's IDRs. They
could be upgraded by one notch if the buffer of qualifying junior debt and senior non-preferred

debt becomes sufficient to protect senior preferred creditors from default in case of failure.
SUPPORT RATING AND SUPPORT RATING FLOOR

An upgrade of the Support Rating or upward revision of the Support Rating Floor would be
contingent on a positive change in the Dutch sovereign's propensity to support its banks. However,
this is highly unlikely, in Fitch's view.

SUBORDINATED DEBT

Subordinated debt is sensitive to changes in de Volksbank's VR. It is also sensitive to a change in

Fitch's assessment of loss severity or non-performance risk.

ESG Considerations

Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a score of 3.

This means ESG issues are credit-neutral or have only a minimal credit impact on de Volksbank,



either due to their nature or to the way in which they are being managed by de Volksbank. For

more information on our ESG Relevance Scores, visit www.fitchratings.com/esg.
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or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings
and reports should understand that neither an enhanced factual investigation nor any third-party
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The information in this report is provided "as is" without any representation or warranty of any
kind, and Fitch does not represent or warrant that the report or any of its contents will meet any of
the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness
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of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report
were involved in, but are not solely responsible for, the opinions stated therein. The individuals are
named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a
substitute for the information assembled, verified and presented to investors by the issuer and its
agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any
time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any
sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment
on the adequacy of market price, the suitability of any security for a particular investor, or the
tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees
from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees
generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In
certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to
vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment,

publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its



name as an expert in connection with any registration statement filed under the United States
securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the
securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing
and distribution, Fitch research may be available to electronic subscribers up to three days earlier
than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an
Australian financial services license (AFS license no. 337123) which authorizes it to provide credit
ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to
be used by persons who are retail clients within the meaning of the Corporations Act 2001
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