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DexiaCredit Local S.A.

Key Rating Drivers

State-Support Driven Ratings: Dexia Credit Local S.A’s (DCL) ratings reflect Fitch Ratings’
view that there is a high probability that additional support would be provided to DCL by
Belgium (AA-/Stable) and France (AA/Stable), if required, to complete the orderly wind-down
of the company. Both sovereigns are main shareholders of DCL’s parent Dexia SA/NV (Dexia).
DCL accounts for almost 100% of Dexia’s consolidated balance sheet.

Our view is based on the ownership of Dexia, the large funding guarantees provided to DCL by
Belgium, France and Luxembourg (AAA/Stable) of up to EUR85 billion as well as the three
countries’ ability to provide financial support. DCL had EUR63 billion of guaranteed debt
outstanding at end-November 2019.

No Retroactive Application of BRRD: Fitch continues to factor in state support for DCL
despite the implementation of the EU’s Bank Recovery and Resolution Directive (BRRD). This
reflects our view that the BRRD will not be applied retroactively to DCL, as long as its orderly
wind-down progresses consistently with plans agreed with the European Commission.

Low Risk of Senior Bail-In: Fitch views the risk of senior creditor bail-in as low for DCL. We
expect Belgium and France to act pre-emptively, to the extent possible, to maintain DCL'’s
capitalisation above legal minimum requirements.

Deleveraging Progresses Well: DCL’s balance sheet was below EUR135billion at end-June
2019 compared with about EUR360 billion at end-2011, when the group was placed in orderly
wind-down. DCL also significantly simplified its legal structure.

No Stand-Alone Assessment: Fitch does not assign a Viability Rating to DCL because it cannot
be meaningfully analysed as a viable entity in its own right. DCL is in run-off and relies on state
guarantees for funding.

Sovereign Guarantee Not Joint: DCL'’s state-guaranteed debt ratings are aligned with those of
Belgium, which is the lowest-rated guarantor. Each of the three states is responsible for a
share of the overall guarantee (several but not joint guarantee) and Fitch rates DCL's state-
guaranteed debt on a 'first-dollar of loss' basis. The guarantee is unconditional, irrevocable and
timely.

Rating Sensitivities

Reduction in State Ownership or Guarantees: DCL'’s ratings are sensitive to a weakening in
Belgium’s or France’s ability or propensity to provide additional support, which may be
reflected in negative rating action on the sovereign. A significant reduction in state ownership
or state-guaranteed funding that was not a result of lower funding needs, leading to reduced

incentive to provide additional support, would also be rating negative. An upgrade would be
contingent on the two states demonstrating even greater support, which is unlikely.

Deviation from Wind-Down Plan: The ratings are also sensitive to DCL progressing with its
orderly wind-down consistently with the plan agreed with the European Commission. A
material deviation from the plan would likely trigger a fresh state-aid review and heighten the
likelihood of the authorities requiring more stringent measures, which could include senior
creditors sharing some of the burden. However, this is not Fitch’s central scenario.

Rating action on Belgium: DCL'’s state-guaranteed debt ratings are sensitive to rating action
on the lowest-rated guarantor, which is currently Belgium.
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Debt Rating Classes

Rating level Rating
State-guaranteed AA-/F1+
Senior preferred BBB+
Junior subordinated C

Source: Fitch Ratings

DCL’s ‘F1’ Short-Term IDR is the higher of the two possible Short-Term IDRs that can be
assigned for a 'BBB+' Long-Term IDR. This is because we view the sovereign propensity to
support as more certain in the short term. We also view the risk of the Belgian or French
sovereign paying its direct obligations ahead of providing support to DCL as low and have not
identified other potential impediments to the prompt flow of funds to DCL.

The ‘AA/F1+ ratings of DCL's debt guaranteed by Belgium at 51.4%, France at 45.6% and
Luxembourg at 3% are aligned with Belgium's ratings as it is the lowest-rated guarantor. Each
of the three states is responsible for a share of the overall guarantee (several but not joint
guarantee) and Fitch rates DCL's state-guaranteed debt on a 'first-dollar of loss' basis. The
guarantee is unconditional, irrevocable and timely. It covers maturities of up to 10 years and
debt issued until end-2021. The guarantee will be extended by 10 years from 2022 but
existing instruments will remain covered by the current sovereign guarantee.

DCL'’s senior preferred debt is rated inline with the Long-Term IDR. No uplift is possible as the
IDR is based on sovereign support.

DCL’s deeply subordinated Tier 1 notes (FR0010251421) rating of ‘C’ reflects the continued
ban imposed by the European Commission on contractually non-mandatory coupon payment
on these notes and the poor recovery prospects. The securities will be subordinated to a
deferred additional guarantee fee that will accrue from 2022.
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Sovereign Support
Support Factors Positive Neutral Negative Chart |egend
Sovereign ability to support system Bl Higher influence
S?ze of bankin.g system relative to economy B Moderate influence
Size of potential problem Lower influence
Structure of banking system
Liability structure of banking system
Sovereign financial flexibility (for rating level) v
Sovereign propensity to support system
Resolution legislation with senior debt bail-in v
Track record of banking sector support
Government statements of support
Sovereign propensity to support bank
Systemic importance
Liability structure of bank v
Ownership v
Specifics of bank failure
High Probability of Support
Fitch considers that there is a high probability that additional support would be provided to DCL
by Belgium and France, if required, to complete the orderly wind-down of the company. Both
sovereigns are main shareholders of DCL's parent Dexia. DCL is the main operating entity of
Dexia accounting for close to 100% of its consolidated balance sheet.
Our view is based on the ownership of Dexia, the sizeable funding guarantees provided to DCL
by Belgium, France and Luxembourg as well as the three countries' ability to provide financial
support. DCL had EUR63 billion of guaranteed debt outstanding at end-November 2019 and we
expect utilisation to remain below the EUR85 billion limit.
At end-2018, Dexia 's assets represented a significant portion of about 35% of Belgium’s gross
domestic product, where the bank’s holding company is incorporated. DCL’s balance sheet
represented a more limited 7% of France’s GDP.
Fitch factors in state support for DCL despite the implementation of the EU’s BRRD. This reflects
our view that the BRRD will not be applied retroactively to DCL, as long as its orderly wind-down
progresses consistently with plans agreed with the European Commission. Fitch views the risk of
senior creditor bail-in as low for DCL. We expect Belgium and France to act pre-emptively, to the
extent possible, to maintain DCL’s capitalisation above legal minimum requirements.
Significant Changes
Extension of State Guarantee
In September 2019, the European Commission approved the extension of the state guarantee
beyond end-2021 for 10 years. The terms of the guarantee will be substantially the same except
for a lower maximum amount of EUR75 billion instead of EUR85 billion, consistent with the
decline in DCL's balance sheet. The new guarantee will be extended by Belgium and France only
under a 53%/47% breakdown. The 5bp guarantee fee will be increased by a 135bp deferred fee,
which will accrue at a subordinated seniority level.
Large Sale Completed in 2019
DCL finalised the sale of Dexia Kommunalbank Deutschland GmbH (DKD) to Landesbank
Hessen-Thueringen Girozentrale (Helaba; A+/Stable) in May 2019, which contributed to a
further decline inits balance sheet (of close to EUR25 billion).
Increased Supervisory Requirements
From 2019, the ECB requires Dexia to meet all regulatory requirements applicable to credit
institutions it supervises at each group consolidation level. This was driven by improvements in
Dexia’s and DCL'’s financial profiles.
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Company Summary
Orderly Wind-Down

DCL was a specialised public-sector lender operating worldwide. The European Commission
approved DCL’s parent Dexia’s orderly resolution plan in December 2012. It aims to wind
down the group in an orderly manner, without threatening financial market stability. The
resolution plan included a EUR5.5 billion capital injection by Belgium and France, which results
inthe two states owning about 53% and 47% of the group’s share capital, respectively.

Significant Exposure to European Peripheral Countries

DCL is incorporated in France, which has a large, diversified and wealthy economy. A majority
of DCL'’s credit exposures are to countries rated ‘AAA’ or in the ‘AA’ category (about 60% at
end-June 2019, including about 20% to France or EUR19 billion). A significant proportion
(above 30%) is to higher-risk European peripheral countries.

Deep Restructuring

DCL is no longer commercially active. However, its balance sheet will remain large for an
extended period. The bank forecasts a balance sheet of less than EUR65 billion at end-2028
(compared with EUR134 billion at end-June 2019). Since entering wind-down, it has sold many
operating subsidiaries and completed the mandatory divestment of its commercial franchises
agreed with the European Commission.

Following the sale of DKD, DCL'’s only significant remaining subsidiary is Dexia Crediop S.p.A.
in Italy (70% ownership). DCL also has branches in the US and Ireland. The Spanish branch was
closed in March 2019 and DCL tranferred all assets of the New York branch to its head office
inParis in 2H19 with the purpose of transforming it into a representative office in 1H20.

Experienced Management Team

Due do the overlap between DCL and Dexia, both entities share the same management team.
It is experienced and dedicated to the bank’s orderly resolution. The CEO recently resigned
and was temporary replaced by a member of the board of directors. Strategic objectives are
clear and straightforward. They consist in running down the bank’s assets while limiting
operational risks and protecting stakeholder interests.

DCL’s assets have long residual maturities. We view the recent acceleration in the bank’s
deleveraging as positive. Targeted asset disposals totalled EUR6.7 billion for the first eight
months of 2019 after EUR7.3 billionin 2018.

Low Appetite for Market Risk

DCL has a low appetite for market risk. Its strategy was and remains to hedge almost all
interest rate risk, which results in very low sensitivity of the net present value of the banking
book toa 1% upward parallel shift of the yield curve (-EUR8 million at end-June 2019).

The bank significantly reduced its sensitivity to spread movements by reclassifying its
peripheral European sovereign bonds to amortised costs under IFRS 9, instead of at fair value
through equity (previously available-for-sale). The main exposures accounted for at fair value
through equity are loans to French and US local authorities, which present a low spread
volatility.
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Summary Financials and Key Ratios
30 June 2019 31 December 2018 31 December 2017 31 December 2016
6 months - interim Year end Year end Year end
(EURm) (EURm) (EURm) (EURmM)

Reviewed - unqualified

Audited - unqualified

Audited - unqualified

Audited - unqualified

Summary income statement

Net interest & dividend income 8.0 92.0 239.0 3220
Net fees and commissions 0.0 -4.0 -4.0 0.0
Other operatingincome -211.0 -156.0 -100.0 425.0
Total operating income -203.0 -68.0 135.0 747.0
Operating costs 196.0 365.0 401.0 410.0
Pre-impairment operating profit -399.0 -433.0 -266.0 337.0
Loan & other impairment charges -23.0 -128.0 -33.0 -138.0
Operating profit -376.0 -305.0 -233.0 475.0
Other non-operating items (net) -117.0 31.0 20 20.0
Tax 5.0 8.0 9.0 54.0
Net income -498.0 -282.0 -240.0 441.0
Other comprehensive income 2220 135.0 1,158.0 -447.0
Fitch comprehensive income -276.0 -147.0 918.0 -6.0
Summary balance sheet

Gross loans 34,636.0 35,428.0 99,479.0 119,577.0
-Ow impaired n.a. 742.0 876.0 1,062.0
Loan loss allowances n.a. 285.0 565.0 695.0
Net loans 34,636.0 35,1430 98,914.0 118,882.0
Interbank 26,577.0 21,079.0 3,015.0 4,170.0
Derivatives 14,308.0 12,169.0 18,808.0 24,995.0
Other securities & earning assets 50,859.0 55,825.0 16,239.0 22,770.0
Total earning assets 126,380.0 124,216.0 136,976.0 170,817.0
Cash and due from banks 6,752.0 9,269.0 10,721.0 4,222.0
Other assets 515.0 24871.0 32,737.0 36,987.0
Total assets 133,647.0 158,356.0 180,434.0 212,026.0
Liabilities

Customer deposits 3,004.0 550.0 2,645.0 8,164.0
Interbank and other ST funding 19,900.0 28,397.0 45,626.0 57,763.0
Other LT funding 67,682.0 66,062.0 81,195.0 87,250.0
Trading liabilities and derivatives 35,602.0 31,9710 40,681.0 50,774.0
Total funding 126,188.0 126,980.0 170,147.0 203,951.0
Other liabilities 1,011.0 24,708.0 6,071.0 4,763.0
Pref. shares and hybrid capital 56.0 56.0 56.0 56.0
Total equity 6,392.0 6,668.0 4,216.0 3,312.0
Total liabilities and equity 133,647.0 158,356.0 180,434.0 212,026.0
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Summary Financials and Key Ratios
30 June 2019 31 December 2018 31 December 2017 31 December 2016
6 months - interim Year end Year end Year end
(EURm) (EURm) (EURm) (EURmM)

Reviewed - unqualified

Audited - unqualified

Audited - unqualified

Audited - unqualified

Ratios (annualised as appropriate)

Profitability

Operating profit/RWA -2.6 -1.0 -0.7 1.1
Net interest income/average earning assets 0.0 0.1 0.2 0.2
Non-interest expense/gross revenues -96.6 -536.8 297.0 549
Net income/average equity -154 -4.8 -6.3 155
Asset quality

Impaired loansratio n.a. 2.1 0.9 0.9
Growth in grossloans -2.2 -64.4 -16.8 -6.8
Loan loss allowances/impaired loans n.a. 38.4 64.5 65.4
Loan impairment charges/average gross loans -0.1 0.0 0.0 -0.1
Capitalisation

Fitch Core Capital (FCC) ratio 20.3 21.0 12.2 7.1
Tangible common equity ratio 4.6 4.0 2.3 15
CET 1ratio 215 23.2 16.1 13.1
Basel leverageratio n.a. n.a. 3.8 n.a.
Net impaired loans/FCC n.a. 7.2 7.7 12.1
Funding & liquidity

Loans/customer deposits 1,153.0 6,441.5 3,761.0 1,464.7
Liquidity coverage ratio 2520 200.0 1110 80.0
Customer deposits/funding 3.3 0.6 2.0 5.3
Net stable funding ratio n.a. n.a. n.a. n.a.
Source: Fitch Ratings

Rating Report | 10 December 2019 fitchratings.com 6



FitchRatings

Key Financial Metrics - Latest Developments
Mainly Exposed to Public-Sector Assets

Above 70% of DCL’s credit risk exposure (Exposure at Default) was on low-risk local
authorities and sovereigns at end-June 2019 (EUR71 billion out of a total exposure of
EUR98 billion). This results in a moderate impaired assets ratio of about 1.3% of credit risk
exposure. DCL recorded net releasesinloan loss allowances from 2016 to 1H19.

Within the exposure to peripheral European countries, exposure to Italy (EUR21.2 billion at
end-June 2019) and Portugal (EUR4.4 billion) are mainly to local authorities and the sovereign
(BBB/Negative and BBB/Positive, respectively). The exposure to Spain (EUR6.4 billion) is
dominated by local authorities and project finance, with a low exposure to the sovereign (A-
/Stable).

At end-June 2019, about 90% of credit risk exposure was rated investment-grade based on

DCL’s internal ratings. Speculative-grade exposure accounted for about EUR8.6 billion or
135% DCL'’s equity.

Declining Revenue

DCL is loss-making. The net interest margin declined in line with the balance sheet. The
significant collateral posted on swaps (EUR24.5 billion at end-June 2019) needs to be funded
and inflates interest costs. DCL’s large book of hedging derivatives generates some accounting
volatility and has reduced profitability in recent years. Targeted asset sales had a negative
impact of more than EUR100 million on pre-tax profit in 1H19. The sale of DKD also weighed
on profitability (by EUR115 million). This is despite the low cost of the state guarantee (5bp of
outstanding amounts; EUR33 million paidin 2018).

Operating costs are tightly managed. DCL recently outsourced its IT management and its
back-office to Cognizant, an IT services and consulting company. Cognizant is also responsible
for modernising the bank’s IT infrastructure. Outsourcing will allow DCL to switch fixed costs
into variable costs as the balance sheet declines further.

Improved Capital Ratios under IFRS9

DCL’s capitalisation is sound in risk-weighted terms, with a common equity Tier 1 (CET1) ratio
of 21.5% and total capital ratio of 22% at end-June 2019. After reaching a low point in 2015,
capital ratios were supported by the implementation of IFRS 9, which allowed the release of
negative available-for-sale reserves. This followed the reclassification of assets at amortised
cost, and notably DCL’s Italian and Portuguese sovereign bonds.

Capital ratios at end-June 2019 give the bank a buffer over its 13.85% total capital
requirement for 2019 and some room to absorb operating losses and losses on sales. Leverage
is high due to a low risk-weighted assets density of about 20% as most are public-sector assets,
but is improving. Dexia’s fully loaded regulatory leverage ratio was 6.4% at end-2018.

High Reliance on State-Guaranteed Funding

State-guaranteed debt is the main source of DCL’s funding. Its contribution to total funding
increased significantly to 75% at end-June 2019 from about 60% at end-2018 following the
sale of DKD, which was mainly funded through covered bonds. Non-guaranteed unsecured
funding was a small proportion of total funding at end-June 2019 (below 5%). The remaining
20% mainly consists of secured repo funding, which is currently more expensive than
sovereign guaranteed debt.

DCL will no longer have access to central bank funding from 2022, as decided by the ECB in
July 2017. The bank nevertheless benefits from a drawing capacity of EUR5.2 billion until end-
2021. We do not expect this to have a significant impact on DCL’s orderly resolution as the
bank is not reliant on this funding source. It has not used central bank funding since September
2017.

DCL built a liquidity buffer of EUR16 billion at end-June 2019, including EUR7 billion of
central bank deposits and EUR5.2 billion of unused central bank funding lines. DCL'’s liquidity
coverage ratio was well above minimum requirements at more than 250% at end-June 2019.
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The ratings above were solicited and assigned or maintained at the request of the rated
entity/issuer or a related third party. Any exceptions follow below.

ALL FITCH CREDIT RATINGS ARE SUBJECT TOCERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND
DISCLAIMERS BY FOLLOWING THIS LINK: HTTPS://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL
TIMES. FITCH'SCODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND
OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROMTHE CODEOF CONDUCT SECTION OF THIS SITE. FITCH
MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TOTHE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS
SERVICE FOR RATINGSFOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY
SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2019 by FitchRatings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY,NY 10004. Telephone: 1-800-753-
4824,(212)908-0500. Fax:(212) 480-4435. Reproduction or retransmission in whole orin part is prohibitedexcept by permission. Allrights
reserved. In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual
information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by itin accordance with its ratings methodology, and obtains reasonable verification of
that information from independent sources, tothe extent such sources are available for agivensecurity or inagiven jurisdiction. The manner
of Fitch’s factual investigation and the scope of the third-party erification it obtains will vary depending on the nature of the rated security
and its issuer, the requirements and practices inthe 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 tothe management of theissuer and itsadvisers, 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 Fitchrelies on in connection witharatingor areport wil be accurate and complete. Ultimately, the issuer and its advisers are
responsible for the accuracy of the information they provide toFitch 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 verifiedas facts. As aresult, despite any

verification of currentfacts, ratingsand forecasts can be affected by future events or conditions that were not anticipatedat the time arating
or forecast was issued or affirmed.

The information in thisreport 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 andreports are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a ratingor areport. Theratingdoes 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 inthe sole discretion of Fitch. Fitch does not provideinvestment 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$7 50,000 (or the
applicable currency equivalent) perissue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or
guaranteed by a particularinsurer or guarantor, for asingle annual fee. Suchfeesare expectedto vary from US$ 10,000 to US$ 1,500,000 (or
the applicable currency equivalent). The assignment, publication, or dissemination of arating 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 Statessecuritieslaws, the Finandial Services
and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of
elictrgtr;éc publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers.

For Australia, New Zealand, Taiwanand 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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