FITCH AFFIRMS EUROCAJA RURAL
AT 'BBB'; OUTLOOK STABLE
Fitch Ratings-Barcelona/London-26 July 2018: Fitch Ratings has affirmed Eurocaja Rural,
Sociedad Cooperativa de Credito's (Eurocaja) Long-Term Issuer Default Rating (IDR) at 'BBB',
with Stable Outlook. Fitch has also affirmed Eurocaja's Viability Rating (VR) at 'bbb'. A full list of
rating actions is at the end of this rating action commentary.
The rating actions are part of a periodic review of Spanish credit cooperatives rated by Fitch.
KEY RATING DRIVERS
IDRS AND VR
Eurocaja's ratings are supported by its significantly better-than-sector average asset quality metrics
supported by conservative underwriting standards, satisfactory capital position, and sound funding
and liquidity. The ratings also factor in the bank's subdued profitability, exposure to Spain's
sovereign debt above its peers, which results in counterparty risk concentration and market risk, its
sound provincial but geographically concentrated franchise and small equity size.
Eurocaja's asset quality metrics benefit from its prudent stance towards credit risk throughout the
cycle, as reflected in its exceptionally good performing residential mortgage loan portfolio and its
low exposure to real-estate developers. The metrics are also supported by selected high-quality
loan portfolio acquisitions in 2013 and 2014 from retrenching competitors.
At end-2017, Eurocaja's problem assets ratio (which includes non-performing loans (NPL)
foreclosed assets) was 3.3%, well below the sector average. NPLs were fully covered by reserves.
As a result, capital at risk from unreserved problem assets was very low at 3%, which mitigates
risks from asset quality shocks and the small size of the bank's equity. Risk-weighted capital ratios
are sound and well above minimum requirements. At end-2017, the phased-in common equity Tier
1 and the Fitch Core Capital ratios stood at 17.0% and 17.6%, respectively.
Eurocaja's securities portfolio is larger than peers and largely concentrated in Spanish sovereign
debt. This enables the bank to generate revenues and compensate for its low-margin residential
mortgage business, but it exposes the bank to market risk. We expect Eurocaja to continue
holding a large securities portfolio to support revenues and compensate for its subdued banking
profitability amid its high share of low risk/low yield retail mortgage portfolio and low interest
rates. However, banking profitability should benefit from increased commission income and some
lending growth in higher yielding segments.
Eurocaja has an ample and granular retail deposit base, which fully funds its loan book. The bank
also makes extensive use of wholesale funding (about 30% of funding at end-2017) mostly in the
form of repos, covered bonds and ECB funding to fund carry-trade activities. The bank's liquidity
position is comfortable with a sizeable stock of unencumbered ECB-eligible liquid assets.
SUPPORT RATING AND SUPPORT RATING FLOOR
Eurocaja's Support Rating (SR) of '5' and Support Rating Floor (SRF) of 'No Floor' reflect Fitch's
belief that senior creditors can no longer rely on receiving full extraordinary support from the
sovereign if it 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 to participate in losses, instead of, or ahead of, a bank receiving
sovereign support.

RATING SENSITIVITIES
IDRS, NATIONAL RATINGS AND SENIOR DEBT
An upgrade would be contingent on meaningful and sustained improvement of core banking
profitability combined with reduced risk concentration from the bank's securities portfolio. In the
long term, a strengthening of the bank's franchise and business model could be rating positive.
While not expected by Fitch, a downgrade could be triggered by an unexpected deterioration in
asset quality, increased market risk appetite as a measure to offset low margins or a deterioration of
the bank's capitalisation.
SUPPORT RATING AND SUPPORT RATING FLOOR
An upgrade of the SR and upward revision of the SRF would be contingent on a positive change
in the sovereign's propensity to support its banks. While not impossible, this is highly unlikely, in
Fitch's view.
The rating actions are as follows:
Long-Term IDR: affirmed at 'BBB', Outlook Stable
Short-Term IDR: affirmed at 'F3'
Viability Rating: affirmed at 'bbb'
Support Rating: affirmed at '5'
Support Rating Floor: affirmed at 'No Floor'
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