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OVERVI EW

e In our view, the econonmic risk trend for Germany's banking industry over
the next 24 nmonths is stable rather than negative, wth banks'
profitability and asset quality benefitting from supportive econom ¢ and
credit conditions.

« W have revi ewed Commer zbank and Deutsche Pfandbriefbank (PBB), in
particul ar, because we had indicated that the previ ous negative economc
risk trend could have led to a downgrade

« W are affirnmng our 'A-/A-2' ratings on Conmerzbank and PBB.

* The negative outl ook on Commerzbank indicates that we might [ower our
ratings within the next two years if the bank's capitalization and
earnings do not inprove to what we would regard as strong |evels.

» The negative outl ook on PBB indicates that we night |ower our ratings
within the next two years if the bank does not sustain strong
capitalization and robust asset quality, thereby avoiding additiona
pressure on its already | ow earnings

FRANKFURT (S&P d obal Ratings) Cct. 11, 2017--S&P G obal Ratings said today
that it has affirnmed its "A-/A-2' long- and short-term counterparty credit
rati ngs on Gernmany-based Commerzbank AG and Deut sche Pfandbrief bank AG (PBB)
The outl ooks on both banks renain negative.
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We've affirnmed the ratings in light of our view that the economic risk trend
for the German banking industry is now stable rather than negative, and wll
remain so over the next 24 nonths. We are nore confident that the
profitability and asset quality of German banks' domestic operations will
benefit from nore-supportive credit conditions in the short-to-nmediumterm 1In
our opinion, this will partly offset the continuous | owyield environnment and
i ntense conpetition. Al Gernman banks' domestic operations will benefit to
varyi ng degrees fromthe inproved econom ¢ environnent. However, we have

revi ewed Commer zbank and Pfandbri ef bank only because we had previously

i ndicated that a negative economic risk trend was a trigger for a potentia
downgr ade.

We now anticipate real GDP growh of 2% in 2017 and 1.7%in 2018, fueled by
robust domestic demand, with historically | ow unenmpl oyment trending toward
3.4%in 2018 from 4. 1% at year-end 2016. Another equally inportant factor, due
to Gernmany's structural dependence on exports and devel oprments in other

Eur opean countries, is that the eurozone econony is set to expand beyond its
potential in 2017 and 2018, across geographies and sectors, with GDP growth
about on par with Germany's.

We al so believe that a nationwi de credit-1led housi ng bubble has becone | ess
likely in light of limted credit growmh and historically favorable
affordability ratios, which suggest house-price underval uation in Gernany

t hrough to 2020. W forecast that house price growh will soften to bel ow 2%
in 2019-2020, staying roughly on par with expected GDP growh. This is after a
stronger increase in 2017-2018, which we estinate at about 4.6% anid recent
years of favorable conditions, including robust econom c fundanentals, strong
nati onal and international demand, tight housing supply in Germany's econonic
centers, a buoyant |abor nmarket, high net immgration, and |ow interest rates.

We continue to see very |low econonmic risk in our Banking Industry Country Risk
Assessnment on Gernmany. This mainly reflects our view that Germany has a highly
di versified, wealthy, conpetitive, and robust econony. W also believe that
the inpact of the U K 's eventual exit fromthe EUwll have only a limted
negative effect on the Gernan econony.

We continue to regard industry risk for German banks as internediate, in |ine
wi th nany European banking industries. The banking industry benefits from
Germany' s extensive fundi ng market, banks' domestic funding surpluses, and
materi al strengtheni ng of banking regul ati on and supervi sion, given ongoing
EU-wi de regul atory harnoni zati on and convergence under Basel Ill. Returns in
t he German banki ng industry have conpared well with those of nany European
banki ng i ndustries in recent years, due to continuously low credit |osses.
However, we believe the |lowinterest-rate environnent and stiff conpetition
remain a drag on profitability. This is partly conpensated by banks' progress
in inmproving cost efficiency and fee generation, which are currently | ower

t han peers'.

COMVERZBANK AG
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Qur negative outl ook on Conmerzbank continues to indicate that we m ght | ower
our ratings within the next two years if the bank's capitalization and
earnings fail to inprove to strong | evels, as shown by our forecast of a

ri sk-adjusted capital (RAC) ratio above 10% W could revise the outlook to
stable if we observed strengthening of the bank's capital and additional |oss
absorbi ng (ALAC) buffers that exceeds our base-case assunptions.

DEUTSCHE PFANDBRI EFBANK

Qur negative outl ook on PBB continues to reflect that we mght |ower our
ratings within the next two years if the bank does not sustain strong
capitalization, with the RACratio forecast to exceed 10% particularly if PBB
were to follow a nore aggressive credit expansion in regions wth higher
econom ¢ risk than Germany. W consider robust asset quality particularly

i mportant for PBB to avoid additional pressure on its earnings, which are

| ower than those of other banks we rate 'A-'.

We could revise the outlook to stable if PBB s earnings and capital position
increase to those of sinmlarly rated international peers. In particular, this
woul d need to be supported by PBB nmintaining a very substantial ALAC buffer
in the comng years, underpinning the two-notch uplift in our long-term
rating.

Bl CRA SCORE SNAPSHOT*

Cer many To From
Bl CRA Group 2 2
Econonic ri sk 1 1
Econonic resilience Very | ow risk Very | ow risk
Econoni ¢ i mbal ances Very | ow ri sk Very | ow ri sk
Credit risk in the econony Low ri sk Low ri sk
Trend St abl e Negati ve
I ndustry risk 3 3
Institutional franmework I nt er medi at e I nt er medi at e
Conpetitive dynam cs I nternediate I nternediate
Syst emwi de fundi ng Very | ow ri sk Very | ow ri sk
Trend St abl e St abl e

*Banki ng I ndustry Country Ri sk Assessnent (Bl CRA) economic risk and industry
risk scores are on a scale from1 (lowest risk) to 10 (highest risk). For nore
details on our BICRA scores on banking industries across the gl obe, please see
"Banki ng I ndustry Country Ri sk Assessnment Update," published nmonthly on

Rati ngsDi rect.

RATI NGS SCORE SNAPSHOT
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Commer zbank AG
| ssuer Credit Rating

SACP

Anchor

Busi ness Position
Capi tal and Earni ngs
Ri sk Position
Fundi ng and
Liquidity

Suppor t

ALAC Support

GRE Support

G oup Support
Soverei gn Support

Addi ti onal Factors

Deut sche Pfandbri ef bank AG

| ssuer Credit Rating
SACP

Anchor

Busi ness Position
Capital and Earnings
Ri sk Position
Fundi ng and
Liquidity
Suppor t

ALAC Support

CGRE Support

G oup Support
Sover ei gn Support

Addi ti onal Factors
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RATI NGS LI ST
***************Q)mrerzbankAG***************
Ratings Affirmed

Commer zbank AG

Counterparty Credit Rating A-/ Negative/ A- 2
Seni or Unsecured A-

Seni or Unsecured A-p

Subor di nat ed BBB

Subor di nat ed BBB-

Conmrer ci al Paper A-2

Commer zbank U. S. Fi nance | nc.
Conmrer ci al Paper A-2

Dresdner Fundi ng Trust |
Juni or Subordi nat ed BB

Dresdner Funding Trust |V
Subor di nat ed BBB-

HT1 Fundi ng GrbH
Juni or Subordi nat ed BB-

* * *x % * *x * * *x * * * mutsche Pfandbrl ef bank AG * * *x % * *x * * *x * * *
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Rati ngs Affirned

Deut sche Pfandbri ef bank AG

Counterparty Credit Rating A-/ Negativel A- 2
Seni or Unsecured A-

Subor di nat ed BB+

Subor di nat ed BBB-

Conmrer ci al Paper A-2

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. standardandpoors. com for further

i nformation. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitalig.com All
ratings affected by this rating action can be found on the S& @ 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) 783-4009.
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