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Fitch Revises Banque Internationale a Luxembourg's
Outlook to Stable; Affirms at 'BBB+'

Fitch Ratings-Paris-08 November 2019:

Fitch Ratings has revised Banque Internationale a Luxembourg's (BIL) Outlook to Stable from

Positive. The bank's Long-Term Issuer Default Rating (IDR) has been affirmed at 'BBB+' and the

Viability Rating (VR) at 'bbb+'.

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

The ratings actions are part of a periodic portfolio review of major banks in Belgium and

Luxembourg rated by Fitch.

Key Rating Drivers

IDRS, VR AND SENIOR DEBT

The Outlook revision reflects slower-than-expected improvement in the bank's profitability, due to

limited progress in strengthening the private banking franchise and cost efficiency measures

taking longer than expected to feed through. The benefits for the rationalisation of the branch

network are offset by necessary IT investments, including in digitalisation. The expected cost

reduction from the implementation of a new core banking system will take longer to materialise

than Fitch had originally expected.

BIL's ratings reflect a sound franchise in retail and commercial banking in Luxembourg, moderate

risk appetite, satisfactory capital ratios and ample liquidity. The ratings also reflect the

geographical concentration of BIL in a small but strong economy and its small size relative to more

highly rated peers', which means that costs are high compared with its revenue-generating

capacity, and its greater exposure to shocks than banks with a larger capital base.

BIL has a sound franchise in Luxembourg as one of the top three banks in retail and commercial

banking, providing resilient earnings generation. Despite cost-saving initiatives, ongoing

investment in a new core banking system and digitalisation will continue to weigh on the high cost

base. In 1H19, the cost-to- income ratio calculated by Fitch remained high, at almost 75%, and

operating profit to risk-weighted assets (RWAs), which is now below peers', declined to 1.4%. In



light of the necessary IT investments, margin pressure in retail and corporate banking, and the

competitive environment in private banking, Fitch expects it will take more than two years for the

bank to materially improve its cost efficiency and improve earnings generation.

In 2018, the Chinese financial holding Legend Holdings became BIL's new majority shareholder.

The recent decision to expand in China, principally in private banking, in Fitch's opinion reflects a

slightly higher risk appetite, although this is partly mitigated by the prudent approach to growth

and focus on asset-light operations.

The IFRS 9 implementation in 2018 resulted in a significant increase in BIL's impaired loans ratio

(Stage 3 loans) to 4.7% at end-June 2019, which is higher than regional peers'. BIL has had a

noticeable amount of forborne loans, and while a large part of them is performing, they are now

included in the impaired loan ratio. Loan impairment charges remained below average at only 4bp

of gross loans in 1H19. The remaining assets consist mainly of the bank's securities portfolio,

which is generally of good quality and liquid with a large majority of ECB-eligible holdings.

Liquidity is a rating strength. BIL benefits from a sizeable deposit base, which significantly exceeds

customer loans. The excess liquidity is invested in cash and high-quality securities. BIL benefits

from a large customer deposit base provided by its retail and private banking businesses.

Capital ratios are satisfactory but the equity base is small in absolute terms, making the bank

vulnerable to potential sizeable operational or compliance risk arising from its private banking

business. We expect the bank to remain reliant on retained earnings to sustain its growth plan. At

end-June 2019, the common equity Tier 1 ratio, excluding 1H19 net profit, was just below 12%. We

expect management to maintain this ratio at around 12%. Leverage, measured by tangible

common equity/ tangible assets, was satisfactory at around 4% over the past year.

Senior debt is rated in line with BIL's Long-Term IDR. Fitch views the probability of default on the

senior preferred and non-preferred notes as the same as the probability of default of the bank.

The Short-Term IDR of 'F1' is the higher of two options mapping to a 'BBB+' Long-Term IDR, and

reflects our assessment of BIL's sound funding and liquidity, which we score at 'a', supported by

the stable and sizeable customer deposit base.

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 can no longer rely on receiving full extraordinary support from the sovereign in the event

that BIL 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, instead of or ahead of a bank receiving sovereign

support.

SUBORDINATED DEBT

Subordinated debt issued by BIL is rated one notch below its VR to reflect above-average loss

severity in case of non-performance.

RATING SENSITIVITIES

IDRS, VR AND SENIOR DEBT

Upside is currently limited for BIL and would be contingent on successful and timely execution of

cost- saving initiatives including the full implementation of a new core banking system, and a

significant strengthening of critical mass in private banking in selected countries.

The bank's private banking business gives rise to operational risks, and the ratings could be

downgraded if the bank aggressively expands into China or other higher-risk countries, or if

operational losses or conduct costs result in reduced capital or if they indicate weakened risk

controls.

BIL's Short-Term IDR would be downgraded if our assessment of the bank's funding and liquidity

score falls below below 'a'.

The ratings of senior debt are sensitive to change in BIL's IDRs.

The senior preferred notes would achieve a one-notch uplift once the buffer of qualifying junior

debt and senior non-preferred debt is sustainable and exceeds our estimate of a 'recapitalisation

amount', around the bank's fully loaded minimum pillar 1 total capital requirement.

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 Luxembourg sovereign's propensity to support its banks.

While not impossible, this is highly unlikely, in Fitch's view.

SUBORDINATED DEBT

The rating of subordinated debt issued by BIL is primarily sensitive to changes in its VR, from which

it is notched.



ESG Considerations

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 BIL, either due to their nature or to the way in which they

are being managed by BIL. For more information on our ESG Relevance Scores, visit

www.fitchratings.com/esg.
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security or in a given jurisdiction. The manner of Fitch's factual investigation and the scope of the

third-party verification it obtains will vary depending on the nature of the rated security and its

issuer, the requirements and practices in the jurisdiction in which the rated security is offered and

sold and/or the issuer is located, the availability and nature of relevant public information, access

to the management of the issuer and its advisers, the availability of pre-existing third-party

verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports,

engineering reports, legal opinions and other reports provided by third parties, the availability of

independent and competent third- party verification sources with respect to the particular security

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

verification can ensure that all of the information Fitch relies on in connection with a rating or a

report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the

accuracy of the information they provide to Fitch and to the market in offering documents and

other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including

independent auditors with respect to financial statements and attorneys with respect to legal and

tax matters. Further, ratings and forecasts of financial and other information are inherently

forward-looking and embody assumptions and predictions about future events that by their

nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and

forecasts can be affected by future events or conditions that were not anticipated at the time a

rating or forecast was issued or affirmed.

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

of a security. This opinion and reports made by Fitch are based on established criteria and

methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports

are the collective work product of Fitch and no individual, or group of individuals, is solely

responsible for a rating or   a report. The rating does not address the risk of loss due to risks other

than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale

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.
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