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SWOT-Analysis 

Strengths 

+ Explicit government-backed debt 

+ Strong capitalization 

+ Clearly exceeds all regulatory requirements 

+ Prudent approach with regard to its reserves for impaired loans 

+ Stability through public ownership 

 

Weaknesses 

- Unsatisfactory earnings figures 

- Low asset quality 

- Still relatively high NPL ratio, despite the improvements of the economic conditions in 
Spain 

 

Opportunities 

+ Increasing need for financial funding on part of public authorities and SME’s 

 

Threats 

- Dependency on the Spanish state 

- Regulatory requirements comprise the role of the public authorities as a guarantor 

- Low-interest rate policy of the ECB puts pressure on margins 
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Company Overview 

Instituto de Crédito Oficial (hereafter: ICO or bank) is a fully state-owned financial institu-

tion with the legal status of corporate state-owned entity, attached to the Ministry of 

Economy and Business in Spain. The debts and obligations of ICO are explicit, irrevoca-

ble, unconditional and directly guaranteed by the Spanish State. The headquarters of ICO 

are located in Madrid and its history goes back to the year 1971. With 344 employees at 

the end of 2017, ICO reached total assets of €42.2 billion in 2017. 

 

The bank’s mission and function is to promote economic activities contributing to growth, 

the development of the country, and improving the distribution of the national wealth. In 

particular, those activities of social, cultural, environmental or innovative significance are 

awarded special attention. To achieve these goals, ICO acts in two clearly distinct ways.  

As a state-owned bank: ICO provides loans to fund company investments and liquidity 

operations inside and outside of Spain, and acts in two ways. On one hand, ICO provides 

direct funding for large projects involving productive, public or private investment. On the 

other, ICO provides second-floor facilities, in particular for self-employed individuals and 

small and medium-sized companies, whereby ICO acts as a financial intermediary who 

delivers the funds; however, regular commercial banks take on the analytical / administra-

tive part, as well as the risk. 

As a state finance agency: ICO manages the official public funding instruments that the 

Spanish government provides in order to encourage exports and development aid, 

whereas the Spanish government compensates ICO for any processing costs and as-

sumes the risk. 

Moreover, the bank has a countercyclical role in promoting the economic situation. As a 

result of improved economic conditions and stabilized financial markets in Spain, ICO has 

steadily reduced its balance sheet and its lending operations in recent years.  

 

As a result of the aforementioned facts, we consider ICO as a government-related bank 

and take that into account in our analysis. 

 

ICO is a stakeholder in various companies with the aim of supporting the funding of 

Spanish companies. See Chart 1 for the company structure and the Group’s subsidiaries 

and investments. 

 
Chart 1: Group Structure of ICO 

(Source: Own presentation based on data of annual Report 2017 of ICO) 
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Business Development 

Profitability 

ICO’s operating income amounted to €22.7 million in 2017 and increased by €81.4 million 

in a year-over-year comparison. Net interest income, however, was negative at -€69.1 

million. This development is the result of an ongoing decrease of interest income from 

loans and receivables, which ICO can only partly offset by reduced interest expenses. 

Moreover, the decline goes hand in hand with ICO’s intended balance sheet reduction, 

and is also affected by steadily decreasing margins. By contrast, the bank’s net fee and 

commission income remained stable YOY and stems primarily from managing fees for 

various public funds. ICO’s net trading income improved by €171 million and is now posi-

tive at €32.3 million. This trading income stems primarily from exchange rate differences 

arising from the conversion of receivables denominated in foreign currencies. By contrast, 

ICO’s net trading income was negative in the previous years as ICO repurchased a siza-

ble amount of its own bonds and debentures to reduce its future borrowing costs.  

 

Operating expenses amounted to €40.3 million in 2017 and remained at a stable level 

YOY (leaving out recovered provisions). Personnel expenses accounted for 51.2% of 

total expenses, and are almost unchanged in comparison to the previous years despite 

the significantly lower number of employees at year-end 2017 in comparison to year-end 

2016. The volatility of ICO’s operating expenses stem from its provisions. As a result of a 

sizeable amount of recoveries on provisions, in particular in 2016, ICO was in fact able to 

generate net income under the item of operating expense.  

 

ICO recorded a pre-impairment operating loss of -€17.6 million in the fiscal year 2017. 

However, similar to the previous years, the bank again registered significant write-ups in 

the total amount of €166.4 million. These write-ups are a result of ICO’s prudent ap-

proach with regards to the bank’s provisions/reserves for its non-performing financial 

assets. After deduction of taxes, the operating net profit decreased by 67.5% to an 

amount of €103.1 million in 2017. 

 

A detailed group income statement for the years of 2014 through 2017 can be found in 

Figure 1 below: 

 



 

© Creditreform Rating AG 2018 13 July 2018 4/13 

Creditreform Bank Rating 

Instituto de Crédito Oficial (Group) 

 

Figure 1: Group income statement 

(Source: S&P Global Market Intelligence) 

 

ICO’s earnings figures are unsatisfactory and clearly below the peer group average. The 

bank’s values for ROAA, ROAE and RORWA deteriorated significantly YOY and are only 

positive due to ICO’s significant asset write-ups. In addition, ICO records steadily de-

creasing operating income. This, however, reflects the Group’s countercyclical role in the 

Spanish economy. ICO’s net interest margin is negative at -0.15%. Thus, ICO obviously 

struggles with the low interest rate environment in Europe. Moreover, as a result of the 

negative performance (operating income respectively negative operating expenses) the 

bank records exceptionally high, respectively negative, cost-to-income ratios. Therefore, 

ICO cannot compete with the cost-income ratios of the peer group. However, this is the 

result of certain reversals of provisions in recent years. In general, ICO’s earnings figures 

are characterized by various one-off effects, which are partially a result of the bank’s pru-

dent approach. The Group’s earnings figures are the least favorable performers in any of 

the areas analyzed. 

A detailed overview of the income ratios for the years 2014 through 2017 can be found in 

Figure 2 below: 

 

 

Figure 2: Group key earnings figures 

(Source: S&P Global Market Intelligence) 
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Asset Situation and Asset Quality 

ICO’s financial assets accounted for 99% of total assets, decreasing by 13.9% in a year-

over-year comparison (€6.7 billion) due to the bank’s aforementioned anticyclical role in 

the economy of Spain. Net loans to banks represent the largest share of financial assets, 

accounting for 38.8%, and consisting primarily of so-called mediation loans (85.7%). 

These loans target small and medium-sized enterprises, whereas ICO grants loans to 

financial institutions which in turn conduct lending with the respective companies. Of 

these loans (€13.7 billion), roughly €4.8 billion have a maturity of up to one year. Thus, a 

further continuous decline in ICO’s loans to banks is to be expected. Net loans to cus-

tomers accounted for 26.5% of the bank’s total assets, and consists primarily of loans to 

public entities, which are partly guaranteed by the Spanish state. 

Total securities consist primarily of held-to-maturity investments with public administra-

tions in Spain (2017: €8.9 billion, 2016: €9.5 billion) and other debt securities issued pri-

marily by public authorities.  

 

A detailed look at the development of the asset side of the balance sheet for the years 

2014 through 2017 can be taken in Figure 3 below: 
 

 
Figure 3: Development of assets 

(Source: S&P Global Market Intelligence) 

 

ICO’s development of total assets represents its countercyclical role in the economy of 

Spain and amounted to €42.2 billion in 2017, decreasing by 13.7% YOY (€6.6 billion). 

See Chart 2 for the development of ICO’ total assets since 2007: 
 

 

Chart 2: Development of ICO’s total assets 

(Source: Investor presentation March 2018 of ICO) 
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ICO’s asset quality is unsatisfactory and reflects its supporting role in the economy of 

Spain. Although the bank has recorded declining NPL ratios in recent years, they are still 

relatively high in comparison to those of the peer group. Moreover, the ratio of NPL’s to 

RWA’s is unfavorable as a result of the relatively high amount of NPL’s. By contrast, 

ICO’s RWA ratio of 38.2% is satisfactory and clearly lower than the average of the peer 

group. 

In addition, the Group’s prudent approach, reflected by a very convincing reserves-to-

impaired loans ratio of 104.7%, outperforms the peer group significantly.  

 

A detailed overview of the asset quality for the years of 2014 through 2017 can be found 

in Figure 4 below: 

 

 
Figure 4: Development of asset quality 

(Source: S&P Global Market Intelligence and ICO) 

 

Refinancing and Capital Quality 

ICO’s financial liabilities accounted for almost 100% of total liabilities in 2017 and de-

creased by 14.7% compared to the previous year (€6.3 billion). Total debt represents the 

largest share of financial liabilities with 61.9%, decreasing significantly as in the previous 

years. This item consists primarily of bonds and debentures issued, whereby 70% are 

denominated in euro and 25% are denominated in US dollar. Total deposits from banks 

account for 31.2% of ICO’s liabilities. The majority of these liabilities are loans from the 

European Investment Bank (€10 billion), with a balanced maturity profile. Thus, ICO is a 

major channel of the European Investment Bank (which uses its financing operations to 

bring about European integration and social cohesion) to Spanish companies. 

 

The decrease in ICO’s total equity YOY by €393 million is attributable to profit distribution 

of the previous year (€248 million) and valuation losses of cash flow hedging. 

 

A detailed overview of the development of liabilities for the years of 2014 through 2017 

can be found in Figure 5 below: 
 

https://en.wikipedia.org/wiki/European_integration
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Figure 5: Development of refinancing and capital adequacy 

(Source: S&P Global Market Intelligence) 

 

ICO’s regulatory capital is at an outstanding level in comparison to the peer group. The 

bank has even been able to improve its ratios. 

 

The Group’s CET1 ratio of 32.74% in the fiscal year 2017 is impressive. Thus, the bank 

shows very good capitalization and a stable position in this respect. Due to the lack of 

AT1 capital, its Tier 1 ratio is equal to its CET1 ratio. ICO’s Tier 2 ratio is only marginally 

higher than the CET1 ratio as the bank holds only an insignificant amount of Tier 2 capital 

(€19.5 million). 

In addition, ICO displays a strong phased-in leverage ratio of 11% and outperforms the 

peer group considerably. Moreover, the bank has been able to improve this ratio signifi-

cantly in recent years. Unfortunately, ICO does not publish figures regarding its fully 

loaded capital ratios; however, we assume that these are in line with its phased-in fig-

ures. The bank’s total equity / total assets ratio is in line of the peer group. 

 

ICO’s capital ratios are by far the best performers in any of the areas analyzed. 

 

A detailed overview of the development of capital ratios for the years of 2014 through 

2017 can be found in Figure 6 below: 

 

 

Figure 6: Development of capital ratios 

(Source: S&P Global Market Intelligence) 
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Due to ICO’s bank capital and debt structure, as well as its position as a government-

related bank, the group’s senior unsecured debt instruments have not been notched 

down in comparison to the long-term issuer rating. ICO’s Tier 2 capital has not been rated 

due to the insignificant amount. Likewise, due to the lack of additional tier 1 capital, this 

capital class has also not been rated. 

 

Liquidity 

ICO did not disclose any figures for its liquidity coverage ratio. The bank’s interbank ratio 

is considerably above the average of its peers and remained at a relatively high level 

YOY. This, however, is a result of the bank’s role in the Spanish economy. 

 

Due to ICO’s business model and almost no deposits from customers, its loan-to-deposit 

ratio is considerably higher than the average of the peer group at 1318.6%. 

 

The development of the liquidity ratios for 2014 - 2017 is shown in detail as follows: 

 

 
Figure 7: Development of liquidity 

(Source: S&P Global Market Intelligence) 
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Conclusion 

Firstly, our rating of Instituto de Crédito Oficial (Group) is clearly influenced by our opinion 

that there is an extraordinary probability of support by the government of Spain (CRA 

Rating: BBB+ as from 01.09.2017) in the event of financial distress. This owes to the fact 

that ICO is attached to the Ministry of Economy and Finance in Spain, as well as to its 

government-backed debt and its role in the economy of Spain. We assume therefore an 

almost certain public interest on the part of the Kingdom of Spain in the business opera-

tions of the bank. 

 

Regardless of the aforementioned issue, ICO can look back on 2017 as another year of 

downturn, in particular with regard to its balance sheet; however, this is the result of its 

countercyclical role in the economy of Spain. 

 

ICO’s result in operating income in the fiscal year 2017 declined in comparison to the 

previous year. In particular, the bank struggles with the continuous deterioration of its net 

interest margin. This is partly a result of its low-risk assets relation to the public authorities 

in Spain. In addition, only a number of write-ups enabled ICO to remain profitable in re-

cent years. However, these write-ups are primarily the result of the bank’s prudent ap-

proach with regard to its provisions and reserves for its non-performing financial assets. 

Nonetheless, ICO’s earnings figures are unsatisfactory.  

 

The asset quality of ICO was, as in the previous years, moderate and considerably below 

average. However, this is due to the bank’s countercyclical role to support the economy 

of Spain with emphasis on SME’s. In addition, the improved economic conditions in Spain 

lead to the intended business downturn of ICO. 

 

On the liabilities side, ICO benefits from its government-backed business through favora-

ble refinancing conditions. However, according to the bank’s asset side, ICO registered 

an appropriate downturn in its liabilities. ICO’s capital ratios are outstanding in compari-

son to its peers and meet all regulatory requirements. The liquidity situation of the bank is 

satisfactory. 

 

In the near future, growing regulation and the ECB's low interest rate policy will pose a 

general challenge for the banking landscape. However, an interest rate reversal is be-

coming more likely, as well as the announced termination of the ECB’s bond-buying pro-

gram. In particular, a rapid increase in interest rates goes hand-in-hand with an interest 

rate adjustment risk for banks, which have adjusted to long-term low interest rates. Thus, 

additional problems with regard to ICO’s interest income could occur. 

 

In a scenario analysis, the rating developed considerably better in the “best case” scenar-

io and significantly worse in the "worst case" scenario. The ratings of bank capital and 

(preferred) senior unsecured debt would behave similarly due to our rating mechanics. 

These ratings are especially sensitive to changes in total equity and to the bank capital 

and debt structure in general. In addition, the banks’ long term issuer rating as well as the 

rating of its bank capital and (preferred) senior unsecured debt is explicit sensitive to 

changes in the rating of the Kingdom of Spain. 
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Ratings Detail 

Bank ratings 

The bank ratings are dependent on a host of quantitative and qualitative factors. An im-

provement in either sub-category may result in a higher rating score. 

LT Issuer / Outlook / Short-Term BBB+ / stable / L2 

 

Bank Capital and Debt Instruments Ratings 

The ratings for bank capital and debt instruments are inter alia dependent on subordina-

tion and relative size of the instrument class, based on the long-term issuer rating of the 

bank.  

‘preferred’ senior unsecured debt: BBB+ 

Tier 2 (T2):    - 

Additional Tier 1 (AT1):   - 

 

Ratings Detail and History 

Ratings 

Bank Capital und Debt Instruments 

Instruments Rating Date Publication Date Ratings 

Senior Unsecured / T2 / AT1 13.07.2018 23.07.2018 BBB+ / - / - 
 

Bank Issuer Ratings 

Type Rating Date Publication Date Ratings 

LT Issuer / Outlook / Short-Term  13.07.2018 23.07.2018 BBB+ / stable / L2 

Figure 8: Ratings Detail and History 
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Regulatory 

Creditreform Rating AG was neither commissioned by the rating object nor by any other 

third party for the rating. The analysis took place on a voluntary basis by Creditreform 

Rating AG and is to be described in the regulatory sense as an unsolicited rating. 

The rating is based on publicly available information and internal evaluation methods for 

the rated bank. The quantitative analysis is based mainly on the latest annual accounts, 

interim reports, other investor relations information of the bank, and calculated key figures 

by S&P Global Market Intelligence. Subject to a peer group analysis were 55 competing 

institutes. 

The information and documents processed met the requirements of the rating system of 

Creditreform Rating AG as published on the website www.creditreform-rating.de. The 

rating was carried out on the basis of the rating methodology for unsolicited bank ratings, 

government-related banks as well as the methodology for the rating of bank capital and 

unsecured debt instruments in conjunction with Creditreform`s basic document “Rating 

Criteria and Definitions”. 

On 13 July 2018, the rating was presented by the analysts to the rating committee and 

adopted in a resolution. 

The rating result was communicated to Instituto de Crédito Oficial (Group), and the pre-

liminary rating report was made available to the bank. There was no change in the rating 

score. 

The rating is subject to one-year monitoring from the rating date (see cover sheet). Within 

this period, the rating can be updated. At the latest after one year, a follow-up is required 

to maintain the validity of the rating. 

In 2011, Creditreform Rating AG was registered within the European Union according to 

EU Regulation 1060/2009 (CRA-Regulation). Based on this registration, Creditreform 

Rating AG (CRA) is permitted to issue credit ratings within the EU, and is obligated to 

comply with the provisions of the CRA-Regulation. 

Conflict of Interests 

No conflicts of interest were identified during the rating process that might influence the 

analyses and judgements of the rating analysts involved nor any other natural persons 

whose services are placed at the disposal or under the control of Creditreform Rating AG 

and who are directly involved in credit rating activities or in approving credit ratings and 

rating outlooks. 

In the event of providing ancillary services to the rated entity, CRA will disclose all ancil-

lary services in the credit rating report.  

Rules on the Presentation of Credit Ratings and Rating Outlooks 

The approval of credit ratings and rating outlooks follows our internal policies and proce-

dures. In line with our ‘Rating Committee’ policy, all credit ratings and rating outlooks are 

approved by a rating committee based on the principle of unanimity.  

To prepare this credit rating, CRA has used the following substantially material sources: 

1. Transaction structure and participants 

2. Transaction documents 
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3. Issuance documents 

There are no other attributes and limitations of the credit rating or rating outlook other 

than those displayed on the CRA website. Furthermore, CRA considers satisfactory the 

quality and extent of information available on the rated entity. In regard to the rated entity 

Creditreform Rating AG regarded the available historical data as sufficient. 

Between the time of disclosure of the credit rating to the rated entity and the public dis-

closure, no amendments were made to the credit rating. 

The ‘Basic Data’ information card indicates the principal methodology or version of meth-

odology that was used in determining the rating, with a reference to its comprehensive 

description.  

In cases where the credit rating is based on more than one methodology or where refer-

ence only to the principal methodology might cause investors to overlook other important 

aspects of the credit rating, including any significant adjustments and deviations, Credit-

reform Rating AG explains this fact in the rating report and indicates how the different 

methodologies or other aspects are taken into account in the credit rating. This infor-

mation is integrated in the credit rating report.  

The meaning of each rating category, the definition of default or recovery and any appro-

priate risk warning, including a sensitivity analysis of the relevant key rating assumptions 

such as mathematical or correlation assumptions, accompanied by worst-case scenario 

credit ratings and best-case scenario credit ratings are explained.  

The date at which the credit rating was initially released for distribution and the date when 

it was last updated including any rating outlooks is indicated clearly and prominently in 

the ‘Basic Data’ card as a “rating action”; initial release is indicated as “initial rating”, other 

updates are indicated as an “update”, “upgrade” or “downgrade”, “not rated”, “confirmed”, 

“selective default” or “default”.  

In the case of a rating outlook, the time horizon is provided during which a change in the 

credit rating is expected. This information is available within ‘Basic Data’ information card. 

In accordance to Article 11 (2) EU-Regulation (EC) No 1060/2009, a registered or certi-

fied credit rating agency shall make available, in a central repository established by 

ESMA, information on its historical performance data including the rating transition fre-

quency and information about credit ratings issued in the past and on their changes. Re-

quested data are available at the ESMA website: https://cerep.esma.europa.eu/cerep-

web/statistics/defaults.xhtml. 

An explanatory statement of the meaning of Creditreform`s default rates are available in 

the credit rating methodologies disclosed on the website. 
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Disclaimer 

Any rating performed by Creditreform Rating AG is subject to the Creditreform Rating AG 

Code of Conduct which has been published on the web pages of Creditreform Rating AG. 

In this Code of Conduct, Creditreform Rating AG commits itself – systematically and with 

due diligence – to establish its independent and objective opinion as to the sustainability, 

risks and opportunities concerning the enterprise or the issue under review.  

Future events are uncertain, and forecasts are necessarily based on assessments and 

assumptions. This rating is therefore no statement of fact, but an opinion. For this reason, 

Creditreform Rating AG cannot be held liable for the consequences of decisions made on 

the basis of any of their ratings. Neither should these ratings be construed as recommen-

dations for investors, buyers or sellers. They should only be used by market participants 

(entrepreneurs, bankers, investors etc.) as one factor among others when arriving at cor-

porate or investment decisions. Ratings are not meant to be used as substitutes for one’s 

own research, inquiries and assessments. 

We have assumed that the documents and information made available to us by the client 

are complete and accurate and that the copies provided to us represent the full and un-

changed contents of the original documents. Creditreform Rating AG assumes no re-

sponsibility for the true and fair representation of the original information. 

This report is protected by copyright. Any commercial use is prohibited without prior writ-

ten permission from Creditreform Rating AG. Only the full report may be published in 

order to prevent distortion of the report’s overall assessment. Excerpts may only be used 

with the express consent of Creditreform Rating AG. Publication of the report without the 

consent of Creditreform Rating AG is prohibited. Only ratings published on the Creditre-

form Rating AG web pages remain valid. 
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