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Rating Changed Outlook to Stable

Fitch Revises Belfius's Outlook to Stable; Affirms LongTerm IDR at 'A-'
Fitch Ratings-Paris-21 October 2020:
Fitch Ratings has revised Belfius Bank SA/NV's (Belfius) Outlook to Stable from Negative and
affirmed the Long-Term Issuer Default Rating (IDR) at 'A-'. The bank's Viability Rating (VR) has been
affirmed at 'a-'. A full list of rating actions is below.
The Outlook revision reflects our view that Belfius's ratings have sufficient headroom to absorb
significant shocks under our updated assessment of various downside scenarios to our baseline
economic forecast. This primarily reflects our assessment of the bank's asset quality (a/negative),
capitalisation and leverage (a/stable) and funding and liquidity (a/stable), which are all above the
group's VR.
Belfius's asset quality will come under pressure in 2020 and 2021, reflecting the economic impact
of the coronavirus pandemic, but we do not expect sustained deterioration that would trigger a
downgrade of the VR into the 'bbb' category. We expect capitalisation to support the current
ratings in a downside scenario where profitability would be weak.

Key Rating Drivers
IDRS, VR, DERIVATIVE COUNTERPARTY RATING (DCR), SENIOR PREFERRED DEBT
Belfius' ratings reflect the bank's good retail and commercial banking franchise and adequate
insurance business in Belgium, sound asset quality, solid risk-weighted capitalisation and a healthy
funding and liquidity profile. Its moderate profitability is a rating weakness and we expect pressure
in the near term from the economic and financial fallout from the pandemic.
Belfius is the third-largest bank in Belgium, where it operates a bancassurance business model. It
also has a leading position in very low-risk, public-sector financing. Its clear and consistent strategy
is aimed at strengthening its domestic franchise and earnings by expanding its corporate-banking
franchise. Execution of the bank's strategy has been strong and consistent, as highlighted by a
material improvement in the bank's profitability in recent years.
The bank's impaired loans ratio was stable at almost 2% at end-1H20 from end-2019. It compares

well with Belgian peers' and has been resilient over the long term with an impaired loan ratio
consistently below 3%. Asset quality is underpinned by a large proportion of low-risk loans
including residential mortgage loans and public-sector loans, which together represent about 65%
of gross loans.
We expect loan quality to weaken because of economic disruption due to the pandemic and as
fiscal support measures are gradually phased out. However, under our baseline assumptions we
expect the four-year average impaired loan ratio to remain below 3%. Asset-quality deterioration
should be mitigated by the large book of low-risk loans and moderate exposure to sectors most
affected by the crisis. The largest sector exposures are commercial real estate (4% of total credit
exposure including off-balance-sheet commitments at end-1H20) and construction (3%).
The bank's operating profitability materially declined in 1H20 to 0.1% of risk-weighted assets (RWA)
due to frontloading of loan impairment charges (LICs) (EUR393 million or 82bp of average gross
loans on an annualised basis, of which about 40% results from management overlay), whereas
revenue was resilient. We expect LICs to remain fairly high in the near term, placing the bank's
already moderate profitability under pressure. We expect operating profitability/RWA to decline to
below 1% in the next two years from a four-year average of 1.7% in 2016-2019.
Earnings generation has improved over the past few years as a result of growth in the more
profitable corporate banking operations, adequate cross-selling between the banking and
insurance arms and sound cost containment. However, this will only partly offset pressure from
higher LICs and from lower interest rates on higher volumes of non-maturing deposits.
Belfius's sound common equity Tier 1 (CET1) capital ratio of 15.5% at end-1H20 is a rating strength.
The bank has a large CET1 capital buffer of almost 600bp above its CET1 Supervisory Requirement
and Evaluation Process requirement. This provides sufficient headroom to absorb larger credit
losses and future RWA inflation. Its regulatory leverage ratio was adequate at 5.6%.
Belfius's large (predominantly retail) customer deposit base underpins a healthy funding profile.
Including saving certificates and retail bonds, its loans/customer deposits ratio was a healthy 92%
at end-1H20. The bank has also diversified its funding base and benefits from good access to
wholesale- market funding, mostly via covered bonds, senior preferred debt and more recently
senior non-preferred debt.
Liquid assets encumbered as collateral for the bank's large derivative book have declined in recent
years as the position is being gradually managed down. The total asset encumbrance ratio
increased to 26% at end-1H20, due mainly to a EUR10.2 billion take-up in the ECB's targeted
longer-term refinancing operations (TLTRO III) in June 2020.

Belfius's 'F1' Short-Term IDR is the higher of the two Short-Term IDRs that map to an 'A-'
Long-Term IDR on Fitch's rating scale, reflecting our 'a' assessment of Belfius's funding and
liquidity profile and expectation that liquidity buffers will be maintained at high levels. Belfius
increased its large liquidity reserve to almost EUR35 billion at end-1H20, about 20% of total assets
excluding insurance assets. Its regulatory liquidity coverage ratio and net stable funding ratio are
comfortably above regulatory requirements.
Belfius's DCR is aligned with the Long-Term IDR because, under Belgian legislation, derivative
counterparties have no preferential status over other senior obligations in a resolution scenario.
The senior preferred debt ratings are also aligned with the IDRs. This is because Belfius is expected
to use senior preferred debt to meet its minimum requirement for own funds and eligible
liabilities (MREL) over the medium term, and buffers of subordinated and senior non-preferred
debt are unlikely to exceed 10% of RWAs on a sustained basis. Belfius's management has not
committed to fulfilling its total MREL without using senior preferred debt.
SUBORDINATED DEBT
The rated junior subordinated notes of Belfius rank below its plain-vanilla Tier 2 subordinated
obligations but above its additional Tier 1 debt, and are notched down twice for loss severity
because of their deep subordination. Fitch does not apply additional notching for incremental
non-performance risk relative to the VR given that the junior subordinated notes would absorb
losses only if the bank reaches the point of non-viability.
BELFIUS FINANCING COMPANY S.A.'S DEBT GUARANTEED BY BELFIUS
Belfius Financing Company is a financing vehicle wholly-owned by Belfius. Its senior preferred
long- and short-term debt ratings are aligned with those of its parent, based on Fitch's expectation
that Belfius will honour the unconditional and irrevocable guarantee provided to holders of the
notes issued by the vehicle.
SUPPORT RATINGS AND SUPPORT RATING FLOOR
The '5' Support Rating and 'No Floor' Support Rating Floor reflect Fitch's view that senior creditors
can no longer rely on receiving full extraordinary support from the Belgian sovereign if Belfius
becomes non-viable. The EU's Bank Recovery and Resolution Directive and the Single Resolution
Mechanism provide a framework for resolving banks that is likely to require senior creditors
participating in losses, if necessary, instead or ahead of a bank receiving sovereign support.

RATING SENSITIVITIES

IDRS, VR, DCR AND SENIOR PREFERRED DEBT
Factors that could, individually or collectively, lead to negative rating action/downgrade
Belfius's ratings have sufficient headroom to withstand various downside scenarios to Fitch's
baseline economic forecast. However, they could be downgraded if the economic and financial
market disruption arising from the pandemic places severe and sustained pressure on the bank's
asset quality and earnings, and ultimately on capital.
We could downgrade Belfius's ratings if the deterioration in asset quality is more severe than in
our baseline scenario, leading to an impaired loan ratio higher than 2.5% over a prolonged period,
or if the bank's operating profitability/RWA does not revert to a level at the upper end of the
1%-1.5% range by 2022. The ratings are also sensitive to a decrease in the CET1 ratio below 15% on
a sustained basis.
Factors that could, individually or collectively, lead to positive rating action/upgrade:
An upgrade of Belfius's ratings is unlikely in the near term given the risks posed by the coronavirus
crisis. In the longer term, an upgrade could result from a sufficient record of significant and
structural improvement in the bank's profitability metrics.
SUBORDINATED DEBT
The rating of the junior subordinated notes issued by Belfius is primarily sensitive to changes in
Belfius's VR.
SUPPORT RATING AND SUPPORT RATING FLOOR
An upgrade of Belfius's Support Rating and upward revision of Belfius's Support Rating Floor
would be contingent on a higher propensity of the Belgian sovereign to support its banks. While
not impossible, this is highly unlikely in Fitch's view.
BELFIUS FINANCING COMPANY S.A.'S DEBT GUARANTEED BY BELFIUS
The ratings of the debt issued by Belfius Financing Company are sensitive to the same factors that
might drive a change in Belfius's senior debt ratings.

Best/Worst Case Rating Scenario
International scale credit ratings of Financial Institutions and Covered Bond issuers have a
best-case rating upgrade scenario (defined as the 99th percentile of rating transitions, measured in

a positive direction) of three notches over a three-year rating horizon; and a worst-case rating
downgrade scenario (defined as the 99th percentile of rating transitions, measured in a negative
direction) of four notches over three years. The complete span of best- and worst-case scenario
credit ratings for all rating categories ranges from 'AAA' to 'D'. Best- and worst-case scenario credit
ratings are based on historical performance. For more information about the methodology used to
determine sector-specific best- and worst-case scenario credit ratings, visit
[https://www.fitchratings.com/site/re/10111579]

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF RATING
The principal sources of information used in the analysis are described in the Applicable Criteria.
Public Ratings with Credit Linkage to other ratings
Belfius Financing Company's debt ratings are aligned with those of Belfius.

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 the entity, either
due to their nature or the way in which they are being managed by the entity. For more
information on Fitch's ESG Relevance Scores, visit www.fitchratings.com/esg.
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