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Research Update:

German Commerzbank Long-Term Rating Raised
To 'A-' On Higher ALAC Buffer; Outlook Neg; Sr
Subordinated Debt Cut To 'BBB’

Overview

e Arecent retroactive German | aw change has significantly increased
Commer zbank' s additi onal | oss-absorbing capacity buffer, which should
protect nore-senior creditors in a resolution scenario.

W are therefore raising our long-termissuer credit rating on
Commer zbank AGto 'A-' from' BBB+'.

* W are raising to 'A-' from'BBB+ the issue ratings on instruments that
we continue to view as senior unsecured debt under the new |l aw, and
lowering to 'BBB' from'BBB+ the issue ratings on instrunents that we
have reclassified as senior subordi nated debt.

e The negative outl ook on Commerzbank reflects that we m ght | ower our
ratings if econonmic risks in Germany were to worsen within the next two
years.

Rating Action

On March 28, 2017, S&P d obal Ratings raised its long-termcounterparty credit
rati ng on Conmerzbank AGto 'A-' from'BBB+ . This rating was renpved from
CreditWatch, where it was placed with positive inplications on Dec. 15, 2016.
The outl ook is negative. The short-termissuer credit rating was affirned at
"A-2' and al so was renmoved from CreditWatch with positive inplications.

At the sane tinme, we raised our long-termissue ratings on instrunments we have
recl assified as senior subordi nated under Germany's recently-introduced |law to
"BBB' from'BBB+ . W raised our long-termissue ratings on instrunents we
determ ned as renmi ning senior unsecured to "A-' from'BBB+ . Al of these

i ssue ratings were renoved from CreditWatch, where we had placed themwi th
devel opi ng inplications on Dec. 15, 2016.

In addition, we raised our long-termissuer credit rating on Comrerzbank's
strategically inmportant Polish subsidiary nBank to 'BBB+ from'BBB', in line
with the action on Conmerzbank (see rating list for details).

Rationale

The upgrade reflects Commerzbank's materially enlarged additiona
| oss-absorbing capacity (ALAC) buffer, after taking account of standard term
debt reclassified as senior subordinated instrunments under the new,
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retroactive Gernman | aw that was introduced in January 2017. The authorities
action was negative for those instrunments since they could well be bailed in
in a resolution scenario. However, the buffer that they create would likely
serve to better support the servicing of the senior unsecured debt and pari
passu liabilities if the bank fails. Qur upgrade al so acknow edges the
progress that managenent has made in restructuring Conmerzbank. While this
task is not yet conplete and we still have sone doubts about its ability to
generate sufficient sharehol der returns absent a cyclical recovery, we now see
a nuch reduced risk of setbacks and negative surprises.

We have revised up Conmerzbank's group credit profile (GCP) by one notch above
its stand-alone credit profile (SACP), because we estimate the bank's ALAC
ratio at about 7% (pro forma, including the senior subordinated instrunents at
year-end 2016), and forecast that the bank will maintain an ALAC buffer of

bet ween 6% and 7% over the next two years, confortably above the 5%threshold
for a one-notch uplift. In our calculations, we exclude instrunents issued
under non-EU | aw that do not explicitly refer to the bail-in power, given the
risk that the bail-in by the European regul ator could possibly be chall enged
by investors holding these instruments. W will continue to nonitor the

devel opnent of the bank's bail-in buffer once the regulatory m ni num

requi renent for own funds and eligible liabilities (MREL) buffer requirenent
is clear and as managenent then clarifies howit will address this.

Qur assessnent of Conmerzbank's SACP remmins unchanged at ' bbb+ . This
assessment acknow edges the progress that nmanagenent has al ready nmade in
restructuring the bank, reducing the nonstrategic asset portfolio, and
restoring a degree of profitability. Wile the bank continues to have sone
probl em exposures to industries such as shipping, we remain cautious but now
see these as likely to be manageabl e and absorbabl e within pre-provision
earnings, as they were in 2016, rather than as an inmediate risk to its
capitalization. Wth the bank's Basle Il fully phased-in comon equity Tier 1
ratio at 12.3% at end-2016 and likely to clinb alittle fromthere, we
simlarly expect the bank's risk-adjusted capital (RAC) ratio--our neasure for
capi tal adequacy--will rise to about 11.0% by year-end 2018, from about 10.4%
at year-end 2016

Despite its downsizing over recent years, the bank retains a | eading franchi se
in German corporate banking, particularly among |arge and midsize enterprises
and in trade finance, and naintains its retail banking division's strong focus
on private wealth nanagenment. At this stage, though, we continue to see sone
chal | enges ahead for Commrerzbank, notably delivering sufficient sharehol der
returns absent a cyclical recovery. W currently anticipate that the bank will
generate only a 4% 6% return on equity even in 2018. W note, for exanple,

that banks rated in the 'A category are typically national chanpions with
sound busi ness nodel s and stronger earnings than Comrerzbank currently

achi eves.

The 'BBB' issue ratings on the bank's senior subordinated debt are now one
notch bel ow the ' bbb+ SACP, reflecting their status as bail-in instrunents.
These seni or subordi nated bonds consist of standard, long-term fixed- or
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floating-rate notes. The new 'A-' issue ratings on instrunments that we
continue to regard as senior unsecured debt are in line with the rating on
Conmer zbank. Conmer zbank' s senior unsecured instruments primarily conprise
structured notes, and our understanding is that they continue to rank
alongside liabilities such as corporate and institutional deposits and
short-term noney market instrunments.

Qur rating action on nBank reflects our one notch revision of Comrerzbank's
GCP to "a-' from'bbb+ , and our unchanged vi ew of nBank's strategically

i mportant group status to Conmerzbank. As a result, our ratings on this

subsi diary now benefit fromtwo notches for potential future group support and
could include a third notch in the currently renpote event that we upgrade
Commer zbank further.

Outlook

The negative outl ook reflects that we nmight |ower our ratings wthin the next
two years if economic risks in Germany were to worsen. W currently assign
observe a negative economc risk trend in the German banki ng system because of
potentially higher anticipated credit expansion and house prices.

If German economic risk was to rise, we would likely revise the anchor for
Conmer zbank to ' bbb+ from'a-', given the bank's international asset
allocations and its focus on export-oriented German corporate custoners.

Mor eover, our negative outlook reflects the risk that the bank would fail to
sustain our forecast RAC rati o above the 10%threshol d that supports our
assessment of its capital earnings. Al though a weakening in German econonic

ri sk could challenge both these assessments, we currently see downside risk to
both the SACP and rating as limted to one notch at nost.

We coul d revise the outlook to stable if we were to reassess our econom c risk
trend for the German banking industry to stable, or, alternatively, if we were
to see material inprovenents well beyond our base case in the bank's capita
and ALAC buffers to further protect senior creditors.

Ratings Score Snapshot

| ssuer Credit Rating A-/ Negativel A-2 BBB+/ Wat ch Pos/ A-2
Anchor : a- a-
GCP a- bbb+
SACP bbb+ bbb+
Busi ness Position: Moderate (-1) Moderate (-1)
Capital and Earnings: Strong (+1) Strong (+1)
Ri sk Position: Moderate (-1) Moderate (-1)
Fundi ng and Aver age and Aver age and
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Liquidity Adequat e (0) Adequat e( 0)

Suppor t +1 0

ALAC Support +1 0

GRE Support 0 0

G oup Support 0 0

Sover ei gn Support 0 0
Addi ti onal Factors 0 0
nmBank

| ssuer Credit Rating BBB+/ Negati ve/ A- 2 BBB/ Wat ch Pos/ A-2
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Counterparty Credit Rating
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Seni or Unsecured A-p
nFi nance France S. A
Seni or Unsecured[ 1] BBB+
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Rati ngs Affirned
Conmmrer zbank AG
Subor di nat ed BBB-

Dresdner Funding Trust |
Juni or Subor di nat ed BB

Dresdner Funding Trust |V
Subor di nat ed BBB-

HT1 Fundi ng GrbH
Juni or Subordi nat ed BB-

[ 1] Guar ant eed by mBank.
[2] Previously rated as senior unsecured.
[ 3] Guarant eed by Commerzbank AG

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is avail able to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All

ratings affected by this rating action can be found on the S& d obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the foll owi ng S& d obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-40009.
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