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Hypo Vorarlberg Bank AG

Credit Highlights
Issuer Credit Rating
A+/Negative/A-1
Key strengths

Key risks

High likelihood of receiving government support--if ever needed--from
majority-owner, the Austrian State of Vorarlberg (AA+/Negative/A-1+).

Mediocre return on equity by international standards, because of the
persistent low interest-rate environment, and highly competitive
banking market in Austria.

Solid market share with corporate and retail clients in Vorarlberg.

Geographical concentration risk, which makes the bank vulnerable to
cyclical downturns in the regional economy.

Strong capitalization and sound cost efficiency.

Our rating on Hypo Vorarlberg Bank AG reflects its solid franchise in its core region of Vorarlberg. We expect that the
bank will maintain its cost-efficient, leading franchise in corporate and retail banking in Vorarlberg, which we consider
the bank's key rating strength in comparison with other Austrian Hypo banks. That said, we think that Hypo
Vorarlberg's relatively small size and geographical concentration make it vulnerable to a possible downturn in the
regional economy.
Hypo Vorarlberg has fared well through the economic stress of the COVID-19 pandemic, highlighting its prudent risk
management approach. The bank's solid collateralization and solid management of its mortgage loan book are
positive rating factors, alongside strong capitalization as indicated by its risk-adjusted capital (RAC) ratio, which we
expect to remain above 10% in the next 12-24 months.
We continue to regard Hypo Vorarlberg as a government-related entity (GRE) with a high likelihood of extraordinary
government support from its majority-owner, the state of Vorarlberg. As a result, our rating on the bank also depends
on our view of the state's creditworthiness. We expect the State of Vorarlberg to support Hypo Vorarlberg and
continue as a long-term shareholder. Along with a high likelihood of extraordinary support if needed, we also reflect
the ongoing benefits from the state's backing into our rating on Hypo Vorarlberg. For example, state ownership, in our
view, fosters investor confidence and deposit stability.
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Outlook

The negative outlook reflects our view that industry risk could increase for the Austrian banking sector, including
Hypo Vorarlberg, following structural profitability strain in the coming two years. The outlook further reflects the
outlook on the bank's majority-owner, the State of Vorarlberg.

Downside scenario
We could lower our long-term rating on Hypo Vorarlberg by one notch over the next two years if:
• We concluded that industry risk had increased in Austria, which would lead us to revise our anchor for Austrian
banks to 'bbb+' from 'a-'; or
• We projected the bank's RAC ratio to drop sustainably below 10%, contrary to our current expectations.
We would also likely lower the ratings if we lowered the ratings on the State of Vorarlberg. Although less likely, a
change in Hypo Vorarlberg AG's role for or link with the state could also lead us to reassess the bank's status as a
GRE, which could result in a downgrade.

Upside scenario
We could revise the outlook to stable over the coming two years if we saw a stable industry risk trend for the
Austrian banking industry and revised our outlook on the state owner.

Key Metrics
Hypo Vorarlberg Bank AG--Key Ratios And Forecasts
--Fiscal year ended Dec. 31-(%)

2019a

2020a

2021f

2022f

2023f

Growth in operating revenue

3.9

(9.6)

12.3-15.0

4.8-5.9

3.6-4.5

Growth in customer loans

4.1

3.1

1.8-2.2

1.8-2.2

1.8-2.2

Growth in total assets

1.6

9.4

1.2-1.5

1.2-1.5

1.2-1.5

Net interest income/average earning assets (NIM)

1.3

1.3

1.2-1.4

1.3-1.4

1.3-1.5

52.8

57.7

51.5-54.2

49.9-52.4

48.9-51.4

Return on average common equity

5.9

3.1

6.0-6.6

5.8-6.4

5.5-6.1

Return on assets

0.5

0.3

0.5-0.6

0.5-0.6

0.5-0.6

New loan loss provisions/average customer loans

0.2

0.4

0.1-0.1

0.1-0.1

0.2-0.2

Gross nonperforming assets/customer loans

2.5

2.5

2.1-2.4

1.9-2.1

1.9-2.1

Net charge-offs/average customer loans

0.1

0.1

0.1-0.1

0.1-0.1

0.1-0.1

10.1

10.2

10.7-11.3

11.3-11.9

12.0-12.6

Cost to income ratio

Risk-adjusted capital ratio

All figures are S&P Global Ratings-adjusted. a--Actual. f--Forecast. NIM--Net interest margin.
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Anchor: 'a-' Anchor Reflects Hypo Vorarlberg's Main Business In Austria
We use our Banking Industry Country Risk Assessment's economic risk and industry risk scores to determine a bank's
anchor, the starting point in assigning an issuer credit rating.
Our anchor for a commercial bank operating only in Austria is 'a-', based on an economic risk score of '2' and an
industry risk score of '3' (on a scale from '1', the strongest score, to '10', the weakest). We also take Hypo Vorarlberg's
international exposure into account when analyzing its economic risks. However, as the bank's share of exposure to
countries with weaker economic risk scores than Austria is less than 5%, relating to its operations in Italy, this does not
change the overall rounded weighted economic risk score.
Our economic risk assessment is based on Austria's highly competitive and diverse economy, with strong economic
fundamentals, high integration in Western European economies, and strong ties to Eastern and Southeastern Europe.
While there are pandemic-related, economic risks to our baseline scenario, we expect that, during economic recovery
in 2022, the slow removal of government support to the private sector will support households' and corporates'
financial health. We remain mindful that nonperforming loans could rise throughout 2022 as fiscal support measures
are gradually withdrawn, but we believe that the residual effects on the banking system will likely be manageable.
We consider that Austria's prudential regulatory standards are in line with the EU's and that banks' funding conditions
remain comfortable, reflecting a high share of customer deposits. However, moderate overcapacity and structural
impediments in the banking sector result in ultra-low lending margins and cost inefficiencies, which remains the
weakest spot in our assessment. These factors pose a risk to long-term stability, as reflected in the negative trend on
banking industry risk.

Business Position: Regional And Product Line Focus On Corporate And Retail
Clients In Vorarlberg
We expect that Hypo Vorarlberg will maintain its leading franchise and strong market shares in corporate and retail
banking in Vorarlberg, and importance for the local economy in line with management's solid long-term strategy. On
the other hand, its concentrated business model, in terms of its regional focus and income base, compares less
favorably with other larger, more diversified banks operating in Austria, and other countries with similar industry risks
(e.g., Belgium, Finland, and the Netherlands).
Concentration risks are somewhat mitigated because Vorarlberg is one of the strongest regional economies in Austria.
GDP and debt per capita metrics, as well the unemployment rate, are solid in comparison with other Austrian states. In
our view, the regional economic strength is an important factor in the success of Hypo Vorarlberg's business model.
Due to Hypo Vorarlberg's geographical proximity to Germany, Switzerland, and Italy, management considers the
neighboring parts of these countries as part of its core business region (see chart 1). We expect that management will
continue with its target to reduce the bank's activities in Italy. In our view, management is executing a consistent
strategy and has an established track record to succeed with its plans. We do not expect a shift in business focus in the
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medium term.
Chart 1

Like its peers, Hypo Vorarlberg is investing in its digital infrastructure. Given the increased focus and importance of
digitalization initiatives, we expect some pressure on the cost base. Nevertheless, we project the bank's cost-to-income
ratio to move toward its target of 50% in the next two to three years. This makes Hypo Vorarlberg a relative
outperformer in comparison with local peers (see chart 2).
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Chart 2

Capital And Earnings: Superior Capitalization
We expect that Hypo Vorarlberg's capitalization will remain a rating strength, based mainly on our forecast that its
RAC ratio will increase toward 12% by 2023, from 10.2% at December 2020 (see chart 3). The RAC ratio compares
with a 14.9% regulatory Tier 1 ratio on the same date. The significant gap between the regulatory capital ratios and
our calculated RAC ratio is a result of the higher-risk charges that we assign to Hypo Vorarlberg's corporate exposures.
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Chart 3

For our capital and earnings projections over the next two years, we assume:
• Moderate lending growth at about 2%, somewhat supported by economic recovery in Austria.
• Ongoing pressure from the low-interest-rate environment and elevated competition on net interest margins, but a
likely reversal in 2023 toward 1.4%.
• Somewhat higher cost base because of investments in digital infrastructure and pressure from wage inflation
(increase of 2%-4% annually).
• Stable credit losses of roughly 0.15% and 0.20% of total loans in 2022 and 2023, respectively.
• Pre-tax profit at about €100-€120 million annually over 2022-2023, on which we expect dividend payouts of €3-€6
million per year to the bank's owners.
Hypo Vorarlberg's sound earnings generation ability leads us to expect that it will be able to maintain its current solid
capitalization. The bank's flexible dividend policy and positive track record in optimizing its risk-weighted assets are
also contributing factors to keeping capitalization at a high level, in our view.

Risk Position: Concentration of Exposure In Vorarlberg, But Sound Asset
Quality And Collateralization
Hypo Vorarlberg's geographical and business concentrations make it more vulnerable to a possible downturn in the
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regional economy, which is a relative weakness compared with more diversified, international retail banks. This risk
has been well managed despite the pandemic, but we think it will continue to test the bank's risk management and
collection abilities.
The bank's nonperforming asset (NPA) ratio and provisioning of NPAs appear to be broadly in line with the
international peer average, focusing on corporate customers and operating in countries with similar economic risks
such as Germany, Switzerland, and Denmark. Hypo Vorarlberg's NPA ratio has slightly increased to 2.6% as of June
30, 2021, from 2.5% as of Dec. 31, 2020, while coverage declined to 44% from 46% during the same period. We note
that the calculation of NPAs does not reflect Hypo Vorarlberg's sound collateralized client loan book by real estate
assets. The bank's weighted average loan-to-value ratio for its mortgage lending business is solid at 55% on Sept. 30,
2021.
We believe the comparably high credit quality of Hypo Vorarlberg's clients, and solid collateralization of its real estate
book, will help maintain its NPA ratio and risk costs close to the Austrian market average over the next 18-24 months.
Chart 4
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Chart 5

The bank's Swiss franc-denominated mortgage and corporate banking business has declined materially since 2009,
reaching roughly 15% of total loans as of June 30, 2021. Market risk is limited, because the bank has marginal
exposures to structured investments, and hedges most of its foreign currency and interest rate risk. Nonfinancial risks
are immaterial, in our view, and the bank's compliance standards are in line with those of other banks in Austria.

Funding And Liquidity: Diversified Pool Of Funding Instruments And Implicit
Benefits From State Ownership
We expect that Hypo Vorarlberg's funding will remain in line with the domestic industry, and that its liquidity will also
remain a neutral factor for the rating. We base this assessment on the bank's prudent funding and liquidity
management, as well as the positive effects of state ownership, which materially reduce the bank's sensitivity to market
confidence.
Core customer deposits covered about 40% of the bank's funding base as of June 30, 2021. At the same time, the share
of wholesale funding is relatively large and reached 56% of total liabilities according to our measures. Most of its
wholesale funding consists of covered bonds (~60%), senior unsecured debt (~33%), and other wholesale instruments.
Roughly 55% of the outstanding capital market funding is mortgage covered bonds that we deem as resilient through
the cycle.
At mid-year 2021, our stable funding ratio (SFR) for Hypo Vorarlberg was 121%, while the broad liquid
assets-to-short-term wholesale funding (BLAST) multiple was 4.8x. In our view, the SFR and BLAST metrics are
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adequate, and in line with other operating banks in Austria (see chart 6). We expect the metrics to decrease in
subsequent years because of some deposit outflows and more efficient use of liquidity buffers.
Chart 6

Hypo Vorarlberg's liquidity contingency plans and stress testing of liquidity inflows and outflows indicate that, under
stressful conditions (for example, involving the closure of access to capital market funding and a significant deposit
outflow), the bank could survive for more than six months. But, dependence on the central bank through repurchase
agreement activity could become significant thereafter.

Support: Three Notches Of Uplift Reflecting High Likelihood Of Extraordinary
Government Support From Its State Owner
We regard Hypo Vorarlberg as a GRE that is very likely to receive government support from its owner, Vorarlberg.
This is because of the bank's strong and durable link to the government, and its important role for Vorarlberg. As a
result, we apply three notches of uplift from the stand-alone credit profile, leading to an 'A+' long-term issuer credit
rating.
We expect that Vorarlberg will remain a supportive and long-term shareholder of the bank. The bank exclusively
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executes Vorarlberg's developmental mortgage lending program. The assessment is reinforced by the bank's high
share in lending to local small and midsize enterprises. Our view of the high likelihood of extraordinary government
support for Hypo Vorarlberg is based on our assessment of the bank's:
• Very strong and durable link with the government of Vorarlberg and its policies, supported by the government's
track record of providing very strong and timely support in most circumstances; and
• Important role for the government of Vorarlberg. Even though the bank operates as a profit-seeking enterprise in a
competitive environment, its credit standing is important for the government because credit stress would lead to a
disruption of its activities and could have an important effect on a sector of the economy.

Environmental, Social, And Governance

ESG factors have no material influence on our credit rating analysis of Hypo Vorarlberg. The bank was the first in
Austria to issue a green bond in 2017. We understand that further issuances are planned.

Key Statistics
Table 1

Hypo Vorarlberg Bank AG--Key Figures
--Year-ended Dec. 31-(Mil. €)

2021*

2020

2019

2018

2017

Adjusted assets

15,334.4 15,294.9 13,977.1 13,752.1 13,148.6

Customer loans (gross)

10,516.8 10,457.8 10,138.9

Adjusted common equity
Operating revenues

9,736.1

9,420.1

1,266.3

1,222.3

1,174.1

1,126.9

1,071.6

135.7

220.3

243.7

234.5

219.9

Noninterest expenses

84.1

127.2

128.8

139.3

129.1

Core earnings

35.1

37.3

70.4

29.2

71.1

*Data as of June 30.

Table 2

Hypo Vorarlberg Bank AG--Business Position
--Year-ended Dec. 31-(%)

2021*

2020

2019

2018

2017

Total revenues from business line (currency in millions)

135.7

220.3

243.7

234.5

219.9

Commercial banking/total revenues from business line

37.7

56.7

48.0

49.8

50.2
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Table 2

Hypo Vorarlberg Bank AG--Business Position (cont.)
--Year-ended Dec. 31-(%)

2021*

2020

2019

2018

2017

Retail banking/total revenues from business line

18.6

25.2

23.3

20.7

23.0

Commercial and retail banking/total revenues from business line

56.3

81.9

71.2

70.5

73.3

Other revenues/total revenues from business line

43.7

18.1

28.8

29.5

26.7

5.7

3.1

5.9

3.8

6.2

Return on average common equity
*Data as of June 30.

Table 3

Hypo Vorarlberg Bank AG--Capital And Earnings
--Year-ended Dec. 31-(%)

2021*

2020

2019

2018

2017

Tier 1 capital ratio

15.2

14.9

14.7

15.2

14.8

S&P Global Ratings’ RAC ratio before diversification

N/A

10.2

10.1

10.5

9.7

S&P Global Ratings’ RAC ratio after diversification

N/A

9.1

9.0

9.4

8.7

Adjusted common equity/total adjusted capital

96.2

96.1

95.9

95.8

99.1

Net interest income/operating revenues

72.4

79.1

69.6

71.4

72.4

Fee income/operating revenues

11.7

15.7

15.0

13.6

15.8

2.7

(3.0)

5.1

6.7

6.4

Market-sensitive income/operating revenues
Cost to income ratio

62.0

57.7

52.8

59.4

58.7

Preprovision operating income/average assets

0.7

0.6

0.8

0.7

0.7

Core earnings/average managed assets

0.5

0.3

0.5

0.2

0.5

*Data as of June 30. N/A--Not applicable. RAC--Risk-adjusted capital.

Table 4

Hypo Vorarlberg Bank AG--Risk-Adjusted Capital Framework Data

Exposure*

Average Basel
Basel III RWA
III RW(%)

S&P Global Ratings'
RWA

Average S&P
Global Ratings' RW
(%)

Credit risk
Government and central
banks
Of which regional
governments and local
authorities

2,554,619,924.6

25,970,151.5

1.0

60,163,102.7

2.4

680,839,514.5

19,446,831.1

2.9

31,580,917.1

4.6

Institutions and CCPs

2,124,877,010.7

326,210,198.2

15.4

456,240,550.4

21.5

Corporate

6,875,020,773.1

4,837,565,323.8

70.4

7,876,857,186.7

114.6

Retail

3,001,177,286.8

1,254,216,734.8

41.8

1,073,464,633.5

35.8

Of which mortgage

2,238,273,835.1

776,280,719.3

34.7

525,924,238.6

23.5

365,525.2

73,105.0

20.0

73,105.0

20.0

1,400,317,906.7

1,606,970,340.5

114.8

1,456,834,955.4

104.0

15,956,378,427.2

8,051,005,853.7

50.5

10,923,633,533.8

68.5

Securitization§
Other assets†
Total credit risk
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Table 4

Hypo Vorarlberg Bank AG--Risk-Adjusted Capital Framework Data (cont.)
Credit valuation adjustment
Total credit valuation
adjustment

--

25,305,450.6

--

0.0

--

105,216,173.4

122,181,046.1

116.1

920,641,517.4

875.0

--

0.0

--

0.0

--

--

122,181,046.1

--

920,641,517.4

--

--

419,333,526.3

--

608,028,652.6

--

Exposure

Basel III RWA

Average Basel
II RW (%)

S&P Global Ratings'
RWA

% of S&P Global
Ratings' RWA

8,618,322,001.0 --

12,452,303,703.8

100

--

1,521,098,372.5

12.21539732

8,618,322,001.0 --

13,973,402,076.4

112.2153973

Market risk
Equity in the banking book
Trading book market risk
Total market risk
Operational risk
Total operational risk

Diversification adjustments
RWA before diversification
Total diversification/
Concentration adjustments
RWA after diversification

----

--

Tier 1 capital

Tier 1 ratio
(%)

Total adjusted S&P Global Ratings'
capital
RAC ratio (%)

Capital ratio before
adjustments

1,289,954,000.0

15.0

1,272,255,649.7

10.2

Capital ratio after
adjustments‡

1,289,954,000.0

14.9

1,272,255,649.7

9.1

Capital ratio

*Exposure at default. §Securitization exposure includes the securitization tranches deducted from capital in the regulatory framework. †Exposure
and S&P Global Ratings’ risk-weighted assets for equity in the banking book include minority equity holdings in financial institutions.
‡Adjustments to tier 1 ratio are additional regulatory requirements (e.g. transitional floor or pillar 2 add-ons). RWA--Risk-weighted assets.
RW--Risk weight. RAC--Risk-adjusted capital. Sources: Company data as of Dec. 31, 2020, S&P Global Ratings.

Table 5

Hypo Vorarlberg Bank AG--Risk Position
--Year-ended Dec. 31-(%)
Growth in customer loans

2021*

2020

2019

2018

2017

1.1

3.1

4.1

3.4

2.9

Total diversification adjustment/S&P Global Ratings’ RWA before diversification

N/A

12.2

12.7

12.6

12.5

Total managed assets/adjusted common equity (x)

12.1

12.5

11.9

12.2

12.3

New loan loss provisions/average customer loans
Net charge-offs/average customer loans
Gross nonperforming assets/customer loans + other real estate owned
Loan loss reserves/gross nonperforming assets

0.1

0.4

0.2

0.5

(0.1)

N.M.

0.1

0.1

0.2

0.1

2.6

2.5

2.5

2.3

3.0

43.7

46.0

39.4

37.6

31.8

*Data as of June 30. N/A--Not applicable. N.M.--Not meaningful. RWA--Risk-weighted assets.
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Table 6

Hypo Vorarlberg Bank AG--Funding And Liquidity
--Year-ended Dec. 31-(%)
Core deposits/funding base
Customer loans (net)/customer deposits
Long-term funding ratio
Stable funding ratio

2021*

2020

2019

2018

2017

39.4

41.3

43.9

46.5

44.4

193.4

183.7

185.4

170.2

180.3

95.2

95.4

89.5

91.3

93.0

120.8

120.9

106.2

111.7

107.1

Short-term wholesale funding/funding base

5.2

5.0

11.6

9.5

7.6

Broad liquid assets/short-term wholesale funding (x)

4.8

4.9

1.6

2.3

2.2

Broad liquid assets/total assets

22.2

22.0

16.9

19.7

14.7

Broad liquid assets/customer deposits

63.4

59.7

43.5

47.7

37.4

Net broad liquid assets/short-term customer deposits

59.4

56.3

20.3

31.9

23.8

Short-term wholesale funding/total wholesale funding

8.6

8.5

20.5

17.7

13.7

Narrow liquid assets/3-month wholesale funding (x)

7.9

8.4

4.7

8.1

3.3

*Data as of June 30.
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Ratings Detail (As Of February 24, 2022)*(cont.)
Issuer Credit Ratings History
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*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable
across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and
debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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