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Overview

- Diversified bank insurance group Wuestenrot & Wuerttembergische's (W&W's) capital
adequacy has improved to the 'A' level, backed by solid retained earnings and favorable
profitability, despite a difficult operating environment.

- The banking subsidiary demonstrates strong capital buffers and benefits from cross-selling
opportunities across the group. However, its revenue remains under material pressure in the
low interest rate environment

- We are affirming our ratings on W&W at 'A-' based on its stable revenue base and profitability
metrics.

- Theoutlook is stable because we expect the company to maintain its performance in insurance
and cope with pressure on its banking franchise in the low-rate environment through ongoing
efficiency measures.

Rating Action

OnJuly 19, 2019, S&P Global Ratings affirmed its 'A-' long-term insurer financial strength and
issuer credit ratings on German bank insurance (bancassurance) group Wuestenrot &
Wuerttembergische's (W&W's) core operating entities (see the ratings list below for further
details).

We also affirmed our 'BBB+' issuer credit rating and financial strength rating on W&W AG, which is
the holding company of the group, and the 'BBB' ratings on the junior subordinated notes of
Wuerttembergische Lebensversicherung and subordinated notes of Wuestenrot Bausparkasse
(WBSK). The outlook is stable.

Outlook

The stable outlook reflects our assumption that W&W's insurance and banking operations will at
least maintain the revenue base, as per our base case, and stable profitability metrics.
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Downside scenario

We might lower the ratings over the next two years if, contrary to our expectations, W&W was
unable over a prolonged period to:

- Further improve the cost structure and efficiency of its banking operations to offset the
negative effects on profitability from low interest rates--mainly on its Bauspar and residential
real estate lending franchise.

- Maintain capital adequacy close to our 'A' level on a consolidated basis. Deterioration could
result from a stronger decline in earnings than we currently expect, for example, as a
consequence of prevailing low interest rates, or due to an increase in capital requirements for
market risks.

Upside scenario

We consider a positive rating action a remote possibility during the next two years, given the
ongoing pressure on capital and earnings from the low-yield environment, both in the life
insurance and the banking businesses.

Rationale

Our assessment of W&W combines our views on both the insurance and the banking subgroups. In
our view, the multiline insurance group's business risk profile has proven resilient to difficult
operating conditions thanks to its strong property/casualty (P/C) insurance performance.
Furthermore, we think that W&W's sound consolidated capital and earnings position is supported
by the group's conservative investment strategy and prudent dividend payments, which have
offset restructuring costs in the insurance and banking segments.

The group's unique bancassurance model offers distribution and diversification for its insurance
and banking segments. We view the banking segment's business position to be moderate, in view
of its concentrated and moderately profitable business profile compared with that of banks in
countries with similar industry risk.

The affirmation reflects our view that W&W group's capital adequacy improved to the 'A' level and
will remain there due to strong earnings. We expect net income of €200 million-€220 million per
year for 2019-2021 supported by benign claims and cost reductions in the non-life business.

W&W's strong enterprise risk management capabilities enhance the ratings of the insurance
subgroup. The group has implemented a robust and consistent risk management culture across
allinsurance and banking segments and business units. Our view of the group's risk controls, and
especially its strategic risk management, is positive.

WBSK's banking franchise, with a focus on building loan contracts (bauspar) and residential
mortgage products, remains very sensitive to external interest rate levels. It continues to suffer
from costly bauspar deposits that, exacerbated by very low interest rates, have negatively affected
its interest income. We expect the bank to mitigate pressure through ongoing cost cutting
measures and the realization of reserves on its security portfolio. In our view, earnings will remain
moderate until at least 2021 when the share of legacy bauspar contracts with high deposit rates
and bonus commitments has reduced materially. However, we believe that WBSK has yet to
demonstrate that it can sustainably generate adequate revenue with bauspar products in a
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permanent low-rate environment. We view as positive the business stability and ongoing support
provided by the group, in particular access to a diversified and stable customer base and
moderate return targets, which have allowed it to weather difficult conditions until tariffs with
higher deposit rates expire.

WBSK's stand-alone capitalization remains a key rating strength and rests on our expectation that
it will maintain a risk-adjusted capital (RAC) ratio of 14.0%-15.0% until year-end 2021. We
anticipate the full retention of its net income, which is broadly in line with growth in our
risk-weighted assets (RWA) metric.

We assess the stand-alone credit profile (SACP) of the insurance subgroup at 'a' and continue to
see the SACP of the banking segment somewhat weaker at 'bbb+'. We combine the subgroups'
SACPs to derive the group credit profile (GCP), reflecting the relative weight of the insurance and
banking operations by risk capital, profit contributions, and considering diversification benefits.
The GCP on W&W is one notch higher than the SACP of the banking subgroup, reflecting our view
that the banking subgroup is core to the overall group. We consider the insurance operations and
the banking subgroups to be core parts of the group, and assess their overall unsupported GCP at

a-.

We rate the holding company, W&W AG, one notch lower than the group's core operating entities.
This reflects the structural subordination of the holding company's creditors to the group's
insurance policyholders and bank depositors. Given its diversified earnings streams, low financial
leverage, and active internal re-insurance operations, we regard the holding company as an
operating holding and apply a one-notch differential to the operating core subsidiaries.

The short-term rating on WBSKis 'A-1', as we believe the parent's liquidity is exceptional and
would be available to the subsidiary in case of distress. We assign a higher short-term rating to
the group's core subsidiary to reflect this strength, if the long-term rating on the subsidiary is 'A-'.

Ratings Score Snapshot

W&W Group
Business Risk Profile Strong
Competitive position Strong
[ICRA Intermediate risk
Financial Risk Profile Strong
Capital and earnings Strong
Risk exposure Moderately low
Funding structure Neutral
Anchor* a
Modifiers
Governance Neutral
Liquidity Exceptional
Comparable ratings analysis 0

www.spglobal.com/ratingsdirect

July 19,2019

3



Research Update: Germany-Based Wuestenrot & Wuerttembergische Group Affirmed At 'A-'; Outlook Stable

W&W Group (cont.)

Group Support -1

Financial Strength Rating A-/Stable/--

*The anchor is mainly influenced by our view of W&W's track record, with the outperformance of the property and casualty business and
superior strategic risk management capabilities enhancing the business risk profile. ICRA--Insurance Industry And Country Risk Assessment.

WSBK

Issuer Credit Rating A-/Stable/A-1

Anchor a-

Business position Moderate (-1)

Capital and earnings  Strong (+1)

Risk position Moderate (-1)

Funding and liquidity Average & Adequate (0)

SACP* bbb+

Group Support +1

*SACP--Stand-alone credit profile

Related Criteria

- General Criteria: Hybrid Capital: Methodology And Assumptions, July 1, 2019
- Criteria | Insurance | General: Insurers Rating Methodology, July 1, 2019
- General Criteria: Group Rating Methodology, July 1, 2019

- Criteria | Financial Institutions | General: Risk-Adjusted Capital Framework Methodology, July
20,2017

- General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

- Criteria | Financial Institutions | Banks: Bank Rating Methodology And Assumptions: Additional
Loss-Absorbing Capacity, April 27, 2015

- Criteria | Insurance | Property/Casualty: Assessing Property/Casualty Insurers' Loss Reserves,
Nov. 26, 2013

- Criteria | Financial Institutions | Banks: Quantitative Metrics For Rating Banks Globally:
Methodology And Assumptions, July 17, 2013

- Criteria | Financial Institutions | Banks: Banks: Rating Methodology And Assumptions, Nov. 9,
2011

- Criteria | Financial Institutions | Banks: Banking Industry Country Risk Assessment
Methodology And Assumptions, Nov. 9, 2011

- Criteria | Insurance | General: Refined Methodology And Assumptions For Analyzing Insurer
Capital Adequacy Using The Risk-Based Insurance Capital Model, June 7, 2010

- General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009
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Ratings List

Ratings Affirmed

Wuestenrot & Wuerttembergische AG

Issuer Credit Rating

Local Currency BBB+/Stable/A-2

Financial Strength Rating

Local Currency BBB+/Stable/--

Wuestenrot Bausparkasse AG

Issuer Credit Rating A-/Stable/A-1

Wuerttembergische Lebensversicherung AG

Wuerttembergische Versicherung AG

Issuer Credit Rating

Local Currency A-/Stable/--

Financial Strength Rating

Local Currency A-/Stable/--

Wuestenrot Bausparkasse AG

Subordinated BBB

Wuerttembergische Lebensversicherung AG

Junior Subordinated BBB

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings
information is available to subscribers of RatingsDirect at www.capitalig.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49)
69-33-999-225; Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.
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