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Research Update:
Germany-Based Wuestenrot &

Wuerttembergische Group Ratings Affirmed On
Bank Criteria Change; Outlook Stable

Overview

e Following a review of Wiestenrot & Wierttenbergi sche Goup (WW under
Standard & Poor's revised bank criteria (published on Nov. 9, 2011), we
have affirned our 'BBB+/ A-2' ratings on the group. W also affirmed our
ratings on the financial services holding conpany WaW AG at 'BBB'. The
outl ook on both ratings is stable.

e« The conbi ned stand-alone credit profile (SACP) of the banking subgroup is
"bbb," which reflects its noderate business position, adequate capital
and earnings, noderate risk position, average fundi ng, and adequate
liquidity.

e The rating on WeW group refl ects our assessnent of both the banking
subgroup's and the insurance subgroup's status as "core" to VW&W
Therefore, the group credit profile (GCP) is 'bbb+'.

e The stable outlook reflects our view of the overall group's linited
prospects to sustainably inprove its bottomline earnings while interest
rates remain | ow

Rating Action

As we previously announced on Dec. 8, 2011, Standard & Poor's Ratings Services
affirmed its 'BBB+/ A-2' long-termand short-termcounterparty credit ratings
on Wiestenrot & Wierttenbergi sche Goup (W&W . The outl ook is stable.

Rationale

We assess the group credit profile (GCP)--which reflects our opinion of a
group's creditworthiness, if the group were a single legal entity--at 'bbb+
The stand-al one credit profile (SACP) of the conmbi ned banking subgroup is
"bbb'. Standard & Poor's bases its ratings on the conbi ned banki ng subgroup on
its "core" status within WeW group, and its "noderate" business position
"adequat e" capital and earnings, "noderate" risk position, "average" funding,
and "adequate" liquidity, as the criteria define these terns.

Under our bank criteria, we use our Banking Industry Country R sk Assessment
(BICRA) econonic risk and industry risk scores to determ ne a bank's anchor
the starting point in assigning an issuer credit rating (ICR). Qur anchor for
a conmerci al bank operating only in Germany is
score of '1' and an industry risk score of "3'.

a-', based on an economc risk

Qur econom c risk assessnment reflects Germany's highly diversified and
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conpetitive econony and a | ack of mmjor econom c inbal ances. An export-I|ed
nati on, Germany renai ns vul nerable to swings in global econonies, trade flows,
and capital nmarket trends, however.

Industry risk benefits from Germany's extensive fundi ng market and banks
donestic fundi ng surpluses fromlow donestic credit growh and hi gh savings
rates. However, the sector's conpetitive dynamics result in relatively |ow
profitability, which is fueled by significant disparities in the comercia
targets and business and risk profiles of nmarket players.

We assess the banki ng subgroup's business position as "noderate" in view of
its concentrated business profile. The subgroup's two banking entities are
Wiest enr ot Bauspar kasse AG a buil di ng-savi ngs (Bauspar) bank, and West enr ot
Bank AG a Pfandbriefbank. As with nost of its peers, the subgroup's business
activities are focused on a relatively narrow range of products, supplenented
by residential real estate lending via its Pfandbriefbank. Nevertheless, the
subgroup benefits from sonme geographical diversification within Germany. It
has enhanced its market share by acquiring Victoria Verei nsbank Bauspar AG
(WB) and Allianz Dresdner Bauspar AG (ADB) in recent years. The banking
subgroup remai ns constrained by a high degree of conpetition, and the need to
develop its distribution capabilities and cross-selling opportunities. Its
operating revenues have been somewhat volatile while interest rates have been
low, and it could face execution risks in smoothly integrating its recent
acqui sitions.

The banki ng subgroup's capital and earnings are assessed as "adequate." Qur
conbi ned ri sk-adjusted capital (RAC) ratio at end-2010 was 10.4% and gi ven
continued slow growth in | oans and nodest profitability, we expect this ratio
to slightly ease to a range of 10.0%to 10.5% over the coming 18 nonths. This
devel opnent is underpi nned by our nodest earnings buffer and is forecast to be
negative for 2011, but may turn positive from 2012 onward. The subgroup
suffers fromcostly deposits, exacerbated by the continuing |ow interest

rates.

The banki ng subgroup's "noderate" risk position reflects our viewthat it is
exposed to significant risks not captured by our RAC anal ysis. The benefit of
a solid, granular nortgage book is offset by a substantial securities
portfolio with fair exposures to peripheral Europe, which inplies sone

vul nerability to credit spreads. That said, we expect the subgroup to maintain
its relatively conservative risk managenent stance over the nediumterm The
recent acquisitions do not appear to have significantly changed the subgroup's
risk profile, apart fromexposing it to | egacy savings schenes at high deposit
rates. W expect these schenes to continue to lint the subgroup's profits if
interest rates remain low. Another difficulty for risk nmanagenent is that the
subgroup's products feature a conplex range of customer options that are
linked to novenents in the interest rates, and affected by their current | ow

| evel . The organi zational split between its Bausparbank and Pfandbri ef bank
conbi ned with dual reporting (Gernman generally accepted accounting practice
and International Financial Reporting Standards) conplicate matters further
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We view the funding and liquidity of the banking subgroup as "adequate," based
on "average" funding, and "adequate" liquidity. The banking segnent's relative
funding stability is based on a healthy m x of core deposits and capita

mar ket issuance. Mst of the funding base conprises relatively stable

core/ custonmer deposits. The conbi ned | oan/deposit rati o was about 80% at

end- 2010, and prospective | oan growmh was expected to be slow. W therefore
anticipate that the banking subgroup will have very linited recourse to

whol esal e | ending over the mediumterm facilitated by covered bond i ssuance
within its Pfandbriefbank. The subgroup's liquidity netrics are in line with
nost of its peers.

W judge W&W's banki ng subgroup to be core to the overall group. The sane is
true for WeW s i nsurance subgroup, on which we do not publish a separate SACP
The insurance subgroup's group status is based on its favorable conpetitive
position, favorable operating performance, and the favorable capitalization of
its core operations. The group credit profile (GCP) is 'bbb+ . WWs core
operating insurance entities are Wierttenbergi sche Lebensversi cherung AG and
Wierttenbergi sche Versi cherung AG The ratings on the various core operating
entities of the Gernany-based Wiestenrot & Wierttenbergi sche bancassurance
group (W&W reflect our assessnent of the group's position as a second-tier
bancassurance player in Gernany.

Outlook

The stable outlook reflects our view of the overall group's linited prospects
to sustainably inprove its bottomline earnings while interest rates remain
low. W& al so renmain concerned about W&W's ability to effectively exploit its
still-untapped cross-selling capacities. Furthernore, we consider that the
group will find it difficult to translate the additional sales capacity from
t he recent banking acquisitions into neani ngful, sustainable, and profitable
organi c grow h. Any change in the ratings on WeW group's core entities would
af fect the ratings on W&W AG

We coul d consider raising the GCP if the group were to denpnstrate notable
progress in achieving and sustaining net earnings after tax, and if this would
increase its capital ratios to a sustainable higher I|evel via earnings
retention, especially in the banking segnent. Conversely, we could | ower the
ratings if the group's operating performance and capitalization were to
significantly deteriorate to a level materially | ower than our expectations.

Ratings Score Snapshot

Goup Credit Profile BBB+

Hol di ng Conpany Rati ng BBB

SACP bbb

Anchor a-
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Busi ness Position Moderate (-1)

Capital and Earnings Adequat e (0)

Ri sk Position Moderate (-1)

Fundi ng and Liquidity Aver age and adequate (0)
Support 0

GRE Support 0

G oup Support 0

Sover ei gn Support 0

Addi ti onal Factors 0

Related Criteria And Research

Al articles listed below are available on RatingsDirect on the dobal Credit
Portal, unless otherw se stated.
e Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011
e Banking Industry Country Ri sk Assessnent Methodol ogy And Assunpti ons,
Nov. 9, 2011
e Group Rating Methodol ogy And Assunptions, Nov. 9, 2011
 Bank Hybrid Capital Methodol ogy And Assunptions, Nov. 1, 2011

Ratings List
Rati ngs Affirned

Wiest enr ot Bauspar kasse AG

Wiest enr ot Bank AG Pfandbri ef bank
Counterparty Credit Rating BBB+/ St abl e/ A- 2
Certificate Of Deposit BBB+/ A- 2

Wierttenmbergi sche Lebensversi cherung AG

Wier tt enber gi sche Versi cherung AG
Counterparty Credit Rating BBB+/ St abl e/ - -
Fi nancial Strength Rating BBB+/ St abl e/ - -

Wiest enrot & Wierttenbergi sche AG
Counterparty Credit Rating BBB/ St abl e/ A- 3
Financial Strength Rating BBB/ St abl e/ - -

Wiert t enber gi sche Lebensversi cherung AG
Subor di nat ed BBB-

Wierttenmbergi sche Versi cherung AG
Subor di nat ed BBB-

Conplete ratings information is available to subscribers of RatingsDirect on
the G obal Credit Portal at www gl obal creditportal.com All ratings affected
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by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the followi ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mdscow 7 (495) 783-4009.
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