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PRESS RELEASE 

Morningstar DBRS Upgrades Novo Banco's Long-Term Issuer Ratings
to BBB, Trend Stable 
BANKING ORGANIZATIONS

DBRS Ratings GmbH (Morningstar DBRS) upgraded the credit ratings of Novo Banco, S.A. (novobanco or the Bank), including the

Long-Term Issuer Rating to BBB from BB (high), and the Short-Term Issuer Rating to R-2 (high) from R-3. The trend on all credit

ratings is Stable. The Bank's Intrinsic Assessment (IA) was also upgraded to BBB while the Support Assessment was maintained at

SA3. The Bank's Long-Term Deposit Rating was upgraded to BBB (high) from BBB (low), which is one notch above the IA, reecting

the legal framework in place in Portugal which provides full depositor preference in bank insolvency and resolution proceedings. 

Novobanco's Long-Term Critical Obligations Rating was also upgraded to A (low) from BBB, which is two notches above the IA, in line

with the standard notching approach outlined in our banking methodology. The Critical Obligations Ratings reect Morningstar DBRS'

expectation that, in the event of a resolution of the Bank, certain liabilities (such as payment and collection services, obligations under

a covered bond program, payment and collection services, etc.) have a greater probability of avoiding being bailed-in and are likely

to be included in a going-concern entity. A full list of credit rating actions is included at the end of this press release.

KEY CREDIT RATING CONSIDERATIONS

The two-notch upgrade of novobanco into the investment grade territory reects the Bank's rapidly improved performance across

various building blocks, including the Bank's earnings power, its risk prole, and capitalisation. Key nancial metrics have advanced at

a pace and scale beyond previous Morningstar DBRS expectations. Earnings growth has been supported by the successful

restructuring process and from stronger interest revenues. The risk prole improved from the material reduction in the stock of

legacy problem assets, and even though the Bank's gross NPL ratio remains above the EU average, the NPL ratio net of provisions is

now well placed with EU peers. Furthermore, novobanco over the course of the last year diversied its funding mix through

successful debt issuances, and the Bank has strengthened its capital position through organic capital generation and a reduction of

risk-weighted assets. 

The Stable Trend reects Morningstar DBRS's expectation that the Bank will consolidate the improvements achieved in terms of

protability and asset quality, as well as maintain sound capital buffers and an adequate liquidity position. Morningstar DBRS is of the

view that credit quality could further improve once the bank exits the Contingent Capital Agreement (CCA), from the ongoing clean-

up of the balance sheet, and from a longer track record of consistent access to market funding. 

CREDIT RATING DRIVERS

Novobanco's credit ratings could be upgraded if the Bank demonstrates a consistent track record in earnings capacity and asset

quality, and if there is steady access to a variety of market funding sources. 

Conversely, the credit ratings could be downgraded as a result of material weakening of the Bank's capital levels, a signicant

worsening of its asset quality, or a sharp deterioration in its liquidity position.



CREDIT RATING RATIONALE 

Franchise Combined Building Block (BB) Assessment: Moderate

Novobanco has a relatively stable franchise as the fourth largest bank in Portugal by total assets, and a leading franchise in SME and

Corporate banking with a market share of around 14% for corporate loans. The Bank has invested heavily in digitalization and

branding as part of its strategic refocus on business in Portugal. The Bank's business prole stabilized in recent years and in 2023 it

received notication from the Directorate General for Competition about the completion of its restructuring plan. This was an

important milestone in the Bank's rapid turnround process. The management team is experienced and appears to be effectively

executing its strategy. Morningstar DBRS is of the view that the Bank and it public sector counterparts will successfully resolve any

lingering disputes around the CCA, possibly earlier than the CCA's 2025 expiration date. This would free the Bank to further

consolidate its balance sheet, pay out dividends, and explore divestment opportunities. 

Earnings Combined Building Block (BB) Assessment: Good

Novobanco's earnings capacity has benetted from a successful balance sheet restructuring that positioned it well to benet from

the recent rapid rise in interest rates. In H1 2024, novobanco reported a consolidated net prot of EUR 370.3 million, which

translated into RoTE of 17.4% primarily due to higher interest income. Most of the Bank's loan book is indexed to euro rates, resulting

in the average yield on interest earning assets increasing to 4.75% in H1 2024, up from 3.70% a year. By comparison, the average

interest on liabilities was 1.91% in H1 2024, up from 1.18% a year ago. The resulting 2.83% NIM in H1 2024 is likely to narrow

since the bulk of the Bank's oating rate loan book has largely re-priced and Euribor rates are expected to decline. Yet, Morningstar

DBRS is of the view that margins should remain higher than the trend prior to 2022 due to structurally higher interest rates and low

deposit beta. The Bank has implemented a hedging strategy that reduces its sensitivity to rate movements. Earnings are also likely to

benet from steady income from fees and commissions as lending volumes gradually increase. The improvement in the Bank's cost-

to-income ratio, to 32% in H1 2024 from 49% in end-2022, was driven by higher core revenues than the cost pressures from

deposit pay-outs, ongoing digitalization efforts, and costs linked to higher ination. 

Risk Combined Building Block (BB) Assessment: Good/Moderate

Novobanco has made signicant progress since 2017 in de-risking its balance sheet, and the reduction in the legacy stock of

impaired loans has continued in recent years despite inationary pressure and higher interest rates. The prevalence of oating-rate

loans in Portugal makes borrowers especially sensitive to a rapid rise in rates. However, the Bank's conservative underwriting criteria

and the resiliency of the Portuguese economy have limited the impairment of loans. Of course, another price shock that weakens the

economy would likely pressure asset quality, but these risks are mitigated by the strong Portuguese labour market and healthy

private sector nances. The Bank's gross NPL ratio declined to 4.1% in H1 2024, down from 4.4% end-2023 (or 32% in 2017) due

to cures, recoveries, and write-offs. This gross NPL ratio is still higher than the European average, partly explained by the limitation

on the potential asset disposals under the CCA. The NPL ratio net of the CCA-related assets, at 2.8%, better aligns with peers.

Furthermore, the Bank's 88.4% coverage ratio in H1 2024 reduces the net NPL ratio to 0.5% in H1 2024, ahead of the EU average.

As a consequence of strengthened asset quality and coverage ratios, the cost of risk declined to 38bps in H1 2024, from 51bps a

year earlier including management overlays. 

Funding and Liquidity Combined Building Block (BB) Assessment: Good/Moderate

The Bank's current funding structure is underpinned by stable customer deposits, which increased in H1 2024 by 3.2% to EUR 29.1

billion compared to a year earlier, representing 77% of total funding H1 2024. The cost of funding remains low, though the average

deposit rate has gradually increased. The Bank has largely repaid its ECB funding following the phase out of TLTRO. Its ECB exposure



was EUR 950 million in H1 2024. Since the start of 2023, Novobanco has demonstrated access to market funding with EUR 2 billion

in oversubscribed and competitively-priced issuances. The secured funding strategy focuses on covered bond issuances, while

unsecured funding as of June 2024 is MREL-compliant and ahead of schedule. Novobanco's liquidity buffer of EUR 14.9 billion

corresponds to 51% of its deposit base, and its regulatory liquidity ratios remain suitable: the liquidity coverage ratio (LCR) reported

at 198% in H1 2024, and the net stable funding ratio (NSFR) of 121%. 

Capitalisation Combined Building Block (BB) Assessment: Good/Moderate

Novobanco's capital ratios have signicantly improved in recent years on the back of strong protability alongside a reduction in

RWAs. The Bank reported a fully-loaded CET1 of 19.9% and a total solvency ratio of 22.7% in H1 2024. This represents a signicant

improvement compared to the levels reported in H1 2023 (15.1% and 17.8%, respectively), and provided adequate buffers over

minimum capital requirements under SREP. Novobanco's capital ratios do not include the potential capital payment under the CCA

scheme. The dispute between the Resolution Fund and novobanco in the Arbitration Court regarding the payment requested under

the CCA for the 2020 nancial year was resolved in June 2024. The court ruled in novobanco's favour, and the Bank remains eligible

to access the remaining EUR 485 million until end-2025. It appears highly unlikely that novobanco will require additional support,

and its plans to pay out dividends and divest its ownership structure are constrained by the CCA. As such, the agreement will likely

be unwound earlier than the end-2025 maturity date. Morningstar DBRS expects capital ratios will decline from their current levels,

though remain strong, once the bank reverts to dividend payments.

Further details on the Scorecard Indicators and Building Block Assessments can be found at https://dbrs.morningstar.com/research/

439969.

ENVIRONMENTAL, SOCIAL, AND GOVERNANCE CONSIDERATIONS  

A Governance factor has changed from the prior credit rating disclosure. Previously, political risk was considered a relevant factor for

the ratings, reecting the previous disputes between the Bank and the Resolution Fund. Those disputes were settled by an Arbitration

Court Ruling in June 2024. 

There were no Environmental, Social, or Governance factors that had a signicant or relevant effect on the credit analysis. 

A description of how Morningstar DBRS considers ESG factors within the Morningstar DBRS analytical framework can be found in

the Morningstar DBRS Criteria: Approach to Environmental, Social, and Governance Factors in Credit Ratings (13 August 2024) 

https://dbrs.morningstar.com/research/437781.

Notes:

All gures are in euros unless otherwise noted. 

The principal methodology is the Global Methodology for Rating Banks and Banking Organisations (4 June 2024) https://

dbrs.morningstar.com/research/433881. In addition Morningstar DBRS uses the Morningstar DBRS Criteria: Approach to

Environmental, Social, and Governance Factors in Credit Ratings https://dbrs.morningstar.com/research/437781 in its consideration

of ESG factors and the Morningstar DBRS Global Corporate Criteria (15 April 2024) https://dbrs.morningstar.com/research/

431186.

The credit rating methodologies used in the analysis of this transaction can be found at: https://dbrs.morningstar.com/about/

methodologies

The sources of information used for this credit rating include Morningstar, Inc. and company documents, 2024, 2023, and 2022
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quarterly reports and presentations, Novobanco annual reports (2014-2023), European Banking Authority (EBA) and European

Central Bank (ECB) data. Morningstar DBRS considers the information available to it for the purposes of providing this credit rating

to be of satisfactory quality.

Morningstar DBRS does not audit the information it receives in connection with the credit rating process, and it does not and cannot

independently verify that information in every instance. 

The conditions that lead to the assignment of a Negative or Positive trend are generally resolved within a 12-month period.

Morningstar DBRS' outlooks and credit ratings are under regular surveillance.

For further information on Morningstar DBRS historical default rates published by the European Securities and Markets Authority

(ESMA) in a central repository, see: https://registers.esma.europa.eu/cerep-publication. For further information on Morningstar

DBRS historical default rates published by the Financial Conduct Authority (FCA) in a central repository, see https://data.fca.org.uk/#/

ceres/craStats.

The sensitivity analysis of the relevant key credit rating assumptions can be found at: https://dbrs.morningstar.com/research/

439968.

This credit rating is endorsed by DBRS Ratings Limited for use in the United Kingdom.

Lead Analyst: Jason Graffam, Senior Vice President - Global Sovereign & Financial Institution Ratings 

Rating Committee Chair: Elisabeth Rudman, Managing Director - Global Financial Institution Ratings

Initial Rating Date: August 5, 2014

Last Rating Date: December 13, 2023
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DBRS Ratings GmbH

Neue Mainzer Straße 75

60311 Frankfurt am Main Deutschland
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Ratings

NB Finance Ltd.

Date Issued Debt Rated Action Rating Trend Attributes

25-Sep-24 Senior Notes Guaranteed by NB Upgraded BBB Stb EU  U  

Novo Banco Luxembourg Branch

Date Issued Debt Rated Action Rating Trend Attributes

25-Sep-24 Long-Term Deposits Upgraded BBB (high) Stb EU  U  

25-Sep-24 Long-Term Senior Debt Upgraded BBB Stb EU  U  

25-Sep-24 Short-Term Debt Upgraded R-2 (high) Stb EU  U  

25-Sep-24 Short-Term Deposits Upgraded R-1 (low) Stb EU  U  

Novo Banco, S.A.

Date Issued Debt Rated Action Rating Trend Attributes

25-Sep-24 Long-Term Issuer Rating Upgraded BBB Stb EU  U  

25-Sep-24 Short-Term Issuer Rating Upgraded R-2 (high) Stb EU  U  

25-Sep-24 Long-Term Deposits Upgraded BBB (high) Stb EU  U  

25-Sep-24 Long-Term Senior Debt Upgraded BBB Stb EU  U  

25-Sep-24 Short-Term Debt Upgraded R-2 (high) Stb EU  U  

25-Sep-24 Short-Term Deposits Upgraded R-1 (low) Stb EU  U  

25-Sep-24 Long Term Critical Obligations Rating Upgraded A (low) Stb EU  U  

25-Sep-24 Short Term Critical Obligations Rating Upgraded R-1 (low) Stb EU  U  

25-Sep-24 Subordinated Debt Upgraded BB (high) Stb EU  U  

25-Sep-24 
Long-Term Senior Debt - EUR 5 billion

EMTN Programme
Upgraded BBB Stb EU  U  

25-Sep-24 
Senior Non-Preferred Debt - EUR 5

billion EMTN Programme
Upgraded BBB (low) Stb EU  U  

25-Sep-24 
Subordinated Debt - EUR 5 billion

EMTN Programme
Upgraded BB (high) Stb EU  U  



ALL MORNINGSTAR DBRS CREDIT RATINGS ARE SUBJECT TO DISCLAIMERS AND CERTAIN LIMITATIONS. PLEASE READ THESE 

DISCLAIMERS AND LIMITATIONS. ADDITIONAL INFORMATION REGARDING DBRS RATINGS, INCLUDING DEFINITIONS, POLICIES

AND METHODOLOGIES, ARE AVAILABLE ON DBRS.MORNINGSTAR.COM.

Contacts

Jason Graffam

Senior Vice President - Global Sovereign & Financial Institution Ratings

+(34) 919 036 524

jason.graffam@morningstar.com 

Elisabeth Rudman

Managing Director - Global Financial Institution Ratings

+(44) 20 7855 6655

elisabeth.rudman@morningstar.com 

https://dbrs.morningstar.com/disclaimer/
https://dbrs.morningstar.com
mailto:jason.graffam@morningstar.com
mailto:jason.graffam@morningstar.com
mailto:elisabeth.rudman@morningstar.com
mailto:elisabeth.rudman@morningstar.com


The Morningstar DBRS group of companies consists of DBRS, Inc. (Delaware, U.S.)(NRSRO, DRO afliate); DBRS Limited (Ontario, Canada)(DRO, NRSRO afliate);

DBRS Ratings GmbH (Frankfurt, Germany)(EU CRA, NRSRO afliate, DRO afliate); and DBRS Ratings Limited (England and Wales)(UK CRA, NRSRO afliate, DRO

afliate). Morningstar DBRS does not hold an Australian nancial services license. Morningstar DBRS credit ratings, and other types of credit opinions and reports,

are not intended for Australian residents or entities. Morningstar DBRS does not authorize their distribution to Australian resident individuals or entities, and accepts

no responsibility or liability whatsoever for the actions of third parties in this respect. For more information on regulatory registrations, recognitions and approvals

of the Morningstar DBRS group of companies, please see: https://dbrs.morningstar.com/research/highlights.pdf. 

The Morningstar DBRS group of companies are wholly-owned subsidiaries of Morningstar, Inc. © 2024 Morningstar DBRS. All Rights Reserved. 

The information upon which Morningstar DBRS credit ratings and other types of credit opinions and reports are based is obtained by Morningstar DBRS from

sources Morningstar DBRS believes to be reliable. Morningstar DBRS does not audit the information it receives in connection with the analytical process, and it

does not and cannot independently verify that information in every instance. The extent of any factual investigation or independent verication depends on facts and

circumstances. Morningstar DBRS credit ratings, other types of credit opinions, reports and any other information provided by Morningstar DBRS are provided "as

is" and without representation or warranty of any kind and Morningstar DBRS assumes no obligation to update any such ratings, opinions, reports or other

information. Morningstar DBRS hereby disclaims any representation or warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability,

tness for any particular purpose or non-infringement of any of such information. In no event shall Morningstar DBRS or its directors, ofcers, employees,

independent contractors, agents, afliates and representatives (collectively, Morningstar DBRS Representatives) be liable (1) for any inaccuracy, delay, loss of data,

interruption in service, error or omission or for any damages resulting therefrom, or (2) for any direct, indirect, incidental, special, compensatory or consequential

damages arising from any use of credit ratings, other types of credit opinions and reports or arising from any error (negligent or otherwise) or other circumstance

or contingency within or outside the control of Morningstar DBRS or any Morningstar DBRS Representative, in connection with or related to obtaining, collecting,

compiling, analyzing, interpreting, communicating, publishing or delivering any such information. IN ANY EVENT, TO THE EXTENT PERMITTED BY LAW, THE

AGGREGATE LIABILITY OF MORNINGSTAR DBRS AND THE MORNINGSTAR DBRS REPRESENTATIVES FOR ANY REASON WHATSOEVER SHALL NOT EXCEED

THE GREATER OF (A) THE TOTAL AMOUNT PAID BY THE USER FOR SERVICES PROVIDED BY MORNINGSTAR DBRS DURING THE TWELVE (12) MONTHS

IMMEDIATELY PRECEDING THE EVENT GIVING RISE TO LIABILITY, AND (B) U.S. $100. Morningstar DBRS does not act as a duciary or an investment advisor.

Morningstar DBRS does not provide investment, nancial or other advice. 

Credit ratings, other types of credit opinions and other analysis and research issued by Morningstar DBRS (a) are, and must be construed solely as, statements of

opinion and not statements of fact as to credit worthiness, investment, nancial or other advice or recommendations to purchase, sell or hold any securities; (b) do

not take into account your personal objectives, nancial situations or needs; (c) should be weighed, if at all, solely as one factor in any investment or credit decision;

(d) are not intended for use by retail investors; and (e) address only credit risk and do not address other investment risks, such as liquidity risk or market volatility

risk. Accordingly, credit ratings, other types of credit opinions and other analysis and research issued by Morningstar DBRS are not a substitute for due care and

the study and evaluation of each investment decision, security or credit that one may consider making, purchasing, holding, selling, or providing, as applicable. 

A report with respect to a Morningstar DBRS credit rating or other credit opinion is neither a prospectus nor a substitute for the information assembled, veried

and presented to investors by the issuer and its agents in connection with the sale of the securities. 

Morningstar DBRS may receive compensation for its credit ratings and other credit opinions from, among others, issuers, insurers, guarantors and/or underwriters

of debt securities. 

This publication may not be reproduced, retransmitted or distributed in any form without the prior written consent of Morningstar DBRS. ALL MORNINGSTAR

DBRS CREDIT RATINGS AND OTHER TYPES OF CREDIT OPINIONS ARE SUBJECT TO DEFINITIONS, LIMITATIONS, POLICIES AND METHODOLOGIES THAT

ARE AVAILABLE ON https://dbrs.morningstar.com. Users may, through hypertext or other computer links, gain access to or from websites operated by persons

other than Morningstar DBRS. Such hyperlinks or other computer links are provided for convenience only. Morningstar DBRS does not endorse the content, the

operator or operations of third party websites. Morningstar DBRS is not responsible for the content or operation of such third party websites and Morningstar

DBRS shall have no liability to you or any other person or entity for the use of third party websites. 


	BANKING ORGANIZATIONS
	Ratings
	NB Finance Ltd.
	Novo Banco Luxembourg Branch
	Novo Banco, S.A.

	Contacts

