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Research Update:

DEPFA Bank PLC Affirmed At 'A-/A-2' On
Continued Wind-Down Progress; Outlook Stable
Overview
• On Oct. 12, 2017, Dublin-based DEPFA Group announced a €2 billion
asset-liability transaction with its parent, German government-owned FMS
Wertmanagement AöR (FMSW), to be finalized in early November 2017 to
accelerate the wind-down of DEPFA's balance sheet.
• This substantiates our view that the German government will remain
supportive to DEPFA via FMSW, but we still see residual risks for DEPFA
regarding the wind-down process.
• We are affirming our 'A-/A-2' ratings on DEPFA Bank PLC and DEPFA ACS
Bank.
• The stable outlook takes into account our expectation of the continued
orderly wind-down of DEPFA group, in cooperation with its parent FMSW and
in accordance with both entities' mandate.

Rating Action
On Oct. 20, 2017, S&P Global Ratings affirmed its 'A-/A-2' long- and
short-term issuer credit ratings on Dublin-based DEPFA Bank PLC and DEPFA ACS
Bank. The outlooks are stable.

Rationale
The affirmation follows the announcement on Oct. 12, 2017, that DEPFA Group
and its parent, German government-owned company FMS Wertmanagement AöR (FMSW),
would undertake a €2 billion asset-liability transaction to accelerate the
orderly wind-down of DEPFA's balance sheet. This transaction is due to be
finalized in early November 2017 and follows a similar asset sale of €5.2
billion to FMSW from DEPFA's subsidiaries--DEPFA ACS Bank and DEPFA Pfandbrief
Bank International S.A.--in November 2016.
In our view, the forthcoming transaction is consistent with previous
asset-liability transactions between DEPFA and FMSW, and aims to achieve a
faster, orderly wind-down of DEPFA's remaining exposures. We continue to
regard DEPFA as a government-related entity with a high likelihood of
receiving support from Germany.
At the current pace, we expect that the wind-down process will likely take at
least another 10 years. Although we currently anticipate no near-term upside
to the rating, this could change if we believed most of the residual risks
have dissipated, for example owing to a clearer view of the long-term capital
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policy for DEPFA. By contrast, downside risks appear limited at this time.
After peaking at €249 billion in December 2008, DEPFA's total assets had
declined to €23.9 billion by June 30, 2017. Although single-name concentration
has increased, these exposures are mainly to EU public-sector entities in
countries with stronger economic conditions than Ireland, and DEPFA's credit
costs have been negligible in recent years. As of June 30, 2017, DEPFA had no
nonperforming assets, but reported a contingent exposure of €101.6 million in
relation to a litigated derivative.
As of Dec. 31, 2016, the risk-adjusted capital (RAC) ratio was 37.1% and the
regulatory Tier 1 ratio was 65%. We believe this level of capitalization
should allow DEPFA to absorb its ongoing structural losses arising from having
insufficient net interest income to cover operating costs. We anticipate this
situation will persist. The significant difference between the regulatory
ratio and our RAC ratio results from our higher risk-weighted assets (RWAs)
figure for the credit valuation adjustment, which we recognized for the first
time in our updated capital methodology published July 20, 2017. DEPFA's
outstanding derivatives credit was significant at €8.4 billion (35% of its
balance sheet) in June 2017, predominantly due to numerous back-to-back
derivatives following the transfers of underlying assets to FMSW. We expect
this position will reduce significantly over the next 24 months with the help
of various derivative transaction-optimization steps (such as novations).
DEPFA remains broadly secured and match-funded over the full extent of its
contractual run-off. But it can also rely on the liquidity facilities provided
by FMSW, which are contractually agreed until 2025, such as a €4.2 billion
secured repurchase facility or additional unsecured lines for any structural
liquidity gaps (for example in U.S. dollars).
The wind-down appears to be progressing well. However, DEPFA's inability to
absorb credit losses through earnings means that our 'bbb-' assessment of its
stand-alone credit profile includes an element of uncertainty. This is
accentuated by our view that DEPFA may not be able to sustain its currently
very strong capitalization and would therefore depend to a large extent on
FMSW's capital strategy for DEPFA Group.
It remains possible that the geographic breakdown of DEPFA's residual
portfolio will fluctuate in the event of further accelerated wind-down
transactions. Although this could lead us to revise the anchor that starts our
rating on DEPFA, we would raise the ratings only if we anticipated a sustained
reduction in the associated risks. Similarly, a change in our assessment of
banking industry risk in Ireland is unlikely to trigger a rating action on
DEPFA.

Outlook
Our stable outlook reflects our view that DEPFA will remain a wind-down unit
under FMSW, and that DEPFA (via FMSW) will continue to benefit from the strong
commitment of the German government until its wind-down is completed. Notably,
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we anticipate the RAC ratio remaining comfortably above 15%. However, we note
that Germany has no obligation to support DEPFA directly, in contrast to its
obligation to support FMSW. We regard the possibility of privatization of
DEPFA to be unlikely, given the increasingly advanced state of the wind-down
and the increasing operational integration between DEPFA and FMSW.
We could raise the ratings in the next 12-24 months if DEPFA's remaining
exposures become increasingly weighted toward countries with low economic
risk, and we believe that credit losses and nonperforming loans will remain
low. A clearer view on the group's long-term capital policy could indicate
that the bank will sustain its ability to absorb significant unexpected losses
should they arise. We could also upgrade DEPFA if Germany's already high
commitment to the bank via FMSW were to strengthen.
While less likely, we could downgrade DEPFA if, for example, decisions of its
parent FMSW, or any potential sizable losses, caused a sharp and significant
fall in the bank's capitalization, or if the likelihood of government support
diminished.

Ratings Score Snapshot
Issuer Credit Rating
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Related Criteria
• Criteria - Financial Institutions - General: Risk-Adjusted Capital
Framework Methodology, July 20, 2017
• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings
, April 7, 2017
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• Criteria - Financial Institutions - Banks: Bank Rating Methodology And
Assumptions: Additional Loss-Absorbing Capacity, April 27, 2015
• General Criteria: Rating Government-Related Entities: Methodology And
Assumptions, March 25, 2015
• Criteria - Financial Institutions - Banks: Bank Hybrid Capital And
Nondeferrable Subordinated Debt Methodology And Assumptions, Jan. 29,
2015
• General Criteria: Group Rating Methodology, Nov. 19, 2013
• Criteria - Financial Institutions - Banks: Quantitative Metrics For
Rating Banks Globally: Methodology And Assumptions, July 17, 2013
• Criteria - Financial Institutions - Banks: Banks: Rating Methodology And
Assumptions, Nov. 9, 2011
• Criteria - Financial Institutions - Banks: Banking Industry Country Risk
Assessment Methodology And Assumptions, Nov. 9, 2011
• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Related Research
• Banking Industry Country Risk Assessment: Germany, Oct. 11, 2017
• Banking Industry Country Risk Assessment Update: October 2017, Oct. 4,
2017
• DEPFA Bank PLC, Jan. 27, 2017
• FMS Wertmanagement Anstalt des oeffentlichen Rechts, Sept. 19, 2016
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DEPFA Bank PLC
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Financial Institutions Ratings Europe; FIG_Europe@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.capitaliq.com. All ratings affected by this rating action
can be found on the S&P Global Ratings' public website at
www.standardandpoors.com. Use the Ratings search box located in the left
column. Alternatively, call one of the following S&P Global Ratings numbers:
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WWW.STANDARDANDPOORS.COM/RATINGSDIRECT

OCTOBER 20, 2017 6

Copyright © 2017 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.
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

OCTOBER 20, 2017 7

