Rating Action: Moody's places DEPFA's and DEPFA ACS' Baa2 ratings on
review for upgrade
Global Credit Research - 23 Mar 2018
Rating agency upgrades rating of DEPFA Funding III LP to Caa2(hyb) from Ca(hyb)

Frankfurt am Main, March 23, 2018 -- Moody's Investors Service has today placed on review for upgrade the
Baa2 senior unsecured debt ratings of DEPFA BANK plc (DEPFA). Concurrently, the rating agency placed the
Baa2/P-2 deposit ratings of DEPFA and its wholly owned subsidiary DEPFA ACS BANK DAC (DEPFA ACS)
on review for upgrade. Furthermore, Moody's placed on review for upgrade the banks' ba3 Baseline Credit
Assessments (BCA) and ba3 Adjusted BCAs, as well as their Baa2(cr)/P-2(cr) Counterparty Risk Assessments
(CR Assessments). The outlook on the long-term ratings has been changed to Ratings under Review from
Stable.
Today's rating actions reflect Moody's assessment that DEPFA's and DEPFA ACS' BCAs are under upward
pressure considering improving capitalisation and reduced asset risk as a result of the continued successful
wind-down of DEPFA group's assets. Given the faster than anticipated pace and financial implications of the
wind-down, the rating agency does not rule out an upgrade by more than one notch.
Moody's also upgraded DEPFA Funding III LP's backed hybrid instrument rating to Caa2(hyb) from Ca(hyb)
due to a decline in its expected loss rate. At the same time, the rating agency affirmed the backed hybrid
instrument ratings of DEPFA Funding II LP and DEPFA Funding IV LP at Ca(hyb) and Caa2(hyb),
respectively.
For a full list of all affected ratings, please refer to the end of this press release.
RATINGS RATIONALE
KEY DRIVERS OF THE REVIEW FOR UPGRADE
The review for upgrade of DEPFA's debt and deposit ratings, as well as DEPFA ACS' deposit ratings, reflects
upward pressure on their respective ba3 BCAs. In particular, this reflects a combination of DEPFA's:
(1) Further significant progress in unwinding the group's balance sheet and risk-weighted assets, as illustrated
by the decrease of total assets by 35% to €24 billion in the 18 months to June 2017, and the 58% decrease of
risk-weighted assets during the same period;
(2) The resulting improvement of DEPFA's regulatory capital adequacy ratios and leverage. DEPFA reported a
fully-loaded common equity Tier 1 ratio of 51.5% as of June 2017, up 32 percentage points since December
2015, and a leverage ratio (tangible common equity to Moody's adjusted total assets) of 6.9% as of June
2017, compared to 3.3% as of December 2015;
(3) Efforts to contain operating losses. During the first half of 2017, DEPFA reduced its operating loss to €2
million from €54 million in the respective 2016 period.
FOCUS OF THE REVIEW
DEPFA is expected to publish its 2017 Annual Report on 29 March 2018 and Moody's will assess the bank's
progress in risk-weighted asset reduction, in particular in light of a second asset-liability transaction executed
with DEPFA's parent FMS Wertmanagement in November 2017, which took nominal €2 billion of exposures off
DEPFA's balance sheet. This transaction and further maturities and disposals should have increased
capitalisation ratios further, supported by potential gains on sale.
Furthermore, the rating agency will assess the bank's cost containment efforts and overall profitability outlook.
While Moody's expects DEPFA to remain structurally lossmaking over the next few years, any sustained
progress towards break-even would help the group to continue the unwinding of its balance sheet in a capitalpreserving fashion.

UPGRADE OF ONE HYBRID INSTRUMENT AND AFFIRMATION OF TWO HYBRID RATINGS
Moody's bases the ratings of the Tier 1 preferred securities issued by DEPFA's funding vehicles on the
assumption that DEPFA will never pay any coupons on these non-performing, perpetual instruments. While
the rating agency assumed a wind-down period of 15 years previously, it has now shortened that time span to
eight years, reflecting the faster than expected balance sheet reduction. Upon dissolution of DEPFA, Moody's
expects that the hybrid bond instruments will be redeemed at par.
The hybrid ratings therefore reflect Moody's approach of discounting expected coupon losses to calculate the
respective expected total impairment. Taking into account revised coupon rate assumptions and the shorter
wind-down horizon, the rating agency upgraded the backed rating of DEPFA Funding III LP to Caa2(hyb) from
Ca(hyb). The revised assumptions did not sufficiently change the expected loss for the instruments issued by
DEPFA Funding II LP and DEPFA Funding IV LP, which led Moody's to affirm their backed ratings at Ca(hyb)
and Caa2(hyb), respectively.
WHAT COULD CHANGE THE RATING - UP / DOWN
As indicated by the rating review for upgrade, Moody's expects to upgrade, possibly by more than one notch,
DEPFA's ratings. If DEPFA continued its positive trend during the second half of 2017 of deleveraging,
containing operating losses, and preserving its capitalisation, the ba3 BCAs of DEPFA and DEPFA ACS could
be upgraded by several notches. This would also lead to higher long-term debt and deposit ratings and
potentially higher short-term deposit ratings, as reflected in the review for upgrade.
Moody's does not expect downward pressure on the banks' ratings as indicated by the review for upgrade.
However, the banks' ratings could be downgraded if a material fundamental and joint deterioration of DEPFA's
solvency and liquidity profile results in significant pressure on the banks' BCAs, and/or if Moody's reduces its
government supports assumptions, both of which it considers highly unlikely at present.
LIST OF AFFECTED RATINGS
Issuer: DEPFA BANK plc
..Placed on Review for Upgrade:
....Adjusted Baseline Credit Assessment, currently ba3
....Baseline Credit Assessment, currently ba3
....Long-term Bank Deposits, currently Baa2, outlook changed to Rating under Review from Stable
....Short-term Bank Deposits, currently P-2
....Long-term Counterparty Risk Assessment, currently Baa2(cr)
....Short-term Counterparty Risk Assessment, currently P-2(cr)
....Senior Unsecured Regular Bond/Debenture, currently Baa2, outlook changed to Rating under Review from
Stable
..Outlook Action:
....Outlook changed to Rating under Review from Stable
Issuer: DEPFA ACS BANK DAC
..Placed on Review for Upgrade:
....Adjusted Baseline Credit Assessment, currently ba3
....Baseline Credit Assessment, currently ba3
....Long-term Counterparty Risk Assessment, currently Baa2(cr)
....Short-term Counterparty Risk Assessment, currently P-2(cr)

....Long-term Bank Deposits, currently Baa2, outlook changed to Rating under Review from Stable
....Short-term Bank Deposits, currently P-2
..Outlook Action:
....Outlook changed to Rating under Review from Stable
Issuer: DEPFA Funding II LP
..Affirmation:
....Backed Preferred Stock Non-cumulative, affirmed Ca(hyb)
..No Outlook assigned
Issuer: DEPFA Funding III LP
..Upgrade:
....Backed Preferred Stock Non-cumulative, upgraded to Caa2(hyb) from Ca(hyb)
..No Outlook assigned
Issuer: DEPFA Funding IV LP
..Affirmation:
....Backed Preferred Stock Non-cumulative, affirmed Caa2(hyb)
..No Outlook assigned
PRINCIPAL METHODOLOGY
The principal methodology used in these ratings was Banks published in September 2017. Please see the
Rating Methodologies page on www.moodys.com for a copy of this methodology.
REGULATORY DISCLOSURES
For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.
For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
credit rating action, and whose ratings may change as a result of this credit rating action, the associated
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated
entity.
Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.
Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures

for each credit rating.
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