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Key Rating Drivers

Mutual Support Drives Ratings: The Issuer Default Ratings (IDRs) of the 318 savings banks (at
15 June 2021) rated as part of Sparkassen-Finanzgruppe (SFG) are group ratings based on
mutual support. SFG is not a legal entity but a banking network whose cohesion rests on a
mutual support scheme. Based on Annex 4 of Fitch Ratings’ Bank Rating Criteria for banking
structures backed by mutual support schemes, SFG’s IDRs apply to each member bank, and
Fitch assigns a Viability Rating (VR) to SFG, but not to the individual savings banks.

Outlook Stable: The Stable Outlook on SFG’s Long-Term IDR reflects the agency’s view that the
group’s VR of ‘a+’ offers sufficient headroom to absorb a reasonable deterioration in asset
quality or earnings as a result of the pandemic.

Resilient Asset Quality: SFG’s asset quality so far through the pandemic has benefited from the
savings banks’ prudent risk appetites, including conservative underwriting, strong collateral
and low concentrations. Borrowers have also strongly benefited from the comprehensive state
support that has contained unemployment and insolvencies since the start of the pandemic.

We do not expect SFG’s non-performing loans (NPL) to rise significantly in 2022, and we believe
its four-year-average NPL ratio (which we estimate at about 1%-1.3% at end-2020) will remain
below 2% in the medium term. Some elements of the state support to the economy, which have
ensured German banks’ good asset quality over the past two years, have been recently
extended until end-1Q22 to accommodate the current resurgence of the pandemic.

Resilient Profitability: In 2021 we expect SFG’s leading market positions underpinned by the
savings banks’ strong local franchises to ensure anoperating profit broadly similarto 2020, in
light of continued robust loan growth primarily driven by high house price inflation, and
unusually high loan impairment charges (LICs) in line with 2020. In 2020, SFG’s operating
profit/risk-weighted assets (RWAs), which we assess in the context of SFG’s very conservative
RWA calculation, remained solid, supported by high new business volumes.

Capitalisation Remains Rating Strength: SFG’s capitalisation ismuch stronger than the German
banking sector average and reflects the savings banks’solid profit generation and consistently
high profit retention. SFG’s common equity Tier 1 (CET1) capital ratio rose slightly in 2020 as
profit retention outpaced RWAs inflation driven by strong loan growth. The group’s leverage
ratio remained very strong and stable at 8.5% at end-2020.

Manageable Landesbanken Risks: SFG’s VR factors in contingent risks from the savings banks’
exposure to their central institutions, the Landesbanken. We view these risks as manageable
despite the Landesbanken’s low recurring earnings and, in some cases, untested restructurings.

Rating Sensitivities

Unexpectedly High Credit Losses: We view SFG as more resilient to the pandemic than the
overall banking sector. However, we could downgrade the ratings if unexpected pandemic-
driven disruptions derail the current recovery. In this event, SFG’s ratings could come under
pressure from lower revenues and, more importantly, unexpectedly high credit losses
exceeding our base case assumptions, if these credit losses significantly weigh on profitability
for an extended period.

Group Cohesion: The ratings are sensitive to Fitch’s reassessment of SFG’s relatively weak
cohesion, which drives its Environmental, Social and Governance (ESG) relevance score of ‘4.
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Debt Rating Classes
Rating Level Rating

Long-termdeposit rating A+

Short-term deposit ratings F1+

Source: Fitch Ratings

Deposit Ratings Aligned with IDRs to Reflect Lack of Debt Resolution Buffers

The savings banks’ deposit ratings are aligned with SFG’s IDRs due to the banks’lack of material
resolution debt buffers that would provide their depositors with additional protection in a
resolution. We do not assign a deposit rating to SFG as itis not a legal entity.

We define SFG as consisting of the savings banks only. Each savings bank is predominantly
deposit-funded and regulated individually as a less significant institution. The German
regulators’ preferred resolution strategy for the savings banks consists of standard insolvency
procedures in the highly unlikely event SFG’s institutional protection scheme (IPS) fails to
protect their viability. Hence the savings banks have no incentive to build up resolution buffers.

We exclude from our definition of SFG the Landesbanken, most of which have large resolution Bar Chart Legend

debt buffers in their capacities as domestic systemically important banks following single-point- Vertical bars - VR range of Rating Factor
of-entry approaches and bail-ins as preferred resolution strategies. Therefore, we do not expect Bar Colours - Influence on final VR

the savings banks’ depositors to benefit from the Landesbanken’s debt buffers in a resolution. Il Higher influence

Short-Term Ratings Driven by Strong Funding and Liquidity Profile B Moderate influence

Lower influence

The savings banks’very large and rising retail deposit base and leading collective market share
in the German retail deposit market underpin SFG’s strong funding & liquidity profile, which
drives the group’s ‘aa-’ funding & liquidity score. Therefore, the ‘F1+ Short-Term IDR assigned
to SFG and the savings banks is the higher of two options mapping to their ‘A+ Long-Term IDRs. g
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Significant Changes
Economic Normalisation Supports Stabilisation of Banking Sector’s Performance

We expect gradual economic normalisation to support stabilisation of the German banking
sector’s performance in 2022. However, the current resurgence of the pandemic adds
uncertainty to the pace of the economic recovery inthe short term, and modest profitability will
remain the banking sector's main weakness in the foreseeable future. We expect SFG to
continue to perform considerably better than most domestic peers, both in 2022 and in the
longer term.

House Price Inflation and Deposit-Charging Crucial to Mitigate Margin Erosion

Despite isolated evidence that some German competitors have begun to approach new
business somewhat more selectively, excessive competition will still prevent the restoration of
adequate loan pricing inthe German banking sector. As a result, banks will continue to rely on
strong housing loan growth (we expect 7% in both 2021 and 2022) to counter the creeping
erosion of netinterest margins. The housing loan growth is driven by high house price inflation
(Fitch expects 7% in 2022 after 13% growth in 2021, resulting in a doubling of prices nationwide
since 2010).

Charging negative rates on retail deposits is still much less widespread and systematic than for
corporates in Germany. However, besides housing loan growth, this is likely to be the banking
sector’s main earnings stabiliser in 2022, although legal challenges could impede the further
implementation of negative rates.

Passing the ECB’s deposit facility rate of minus 50bp on to all retail deposits above EUR10,000
could soon become the market standard as German banks are pricing increasingly aggressively,
not least because of the rapidly dwindling inhibition of savings and cooperative banks, which
dominate the retail market, in doing so. The need to progress on this front is pressing, as
households’ rising reinvestment of excess cash into higher-yielding securities has failed to curb
the banks’accumulation of retail deposits, which have grown by 5% on average inrecent years,
including in 2021.

Supply Chain Disruption the Main Short-Term Risk Alongside the Pandemic

We expect muted corporate loan growth of 2% in Germany in 2022, i.e. half Fitch’'s expected
GDP growth rate, despite some catching-up recently. Given German corporates’ deep
involvement in global trade flows, the recovery in German industrial activity (and demand for
corporate loans) is particularly vulnerable to global supply chain disruptions and inflationary
pressures that seem likely to persist well into 2022. German corporates’ accumulation of
precautionary funding at the start of the pandemic could also weigh onloan demand.

Asset Quality toRemain Strong

Some corporates have yet to fully recover and adapt to the post-crisis environment. But the
German corporate sector’s strengthened capitalisation over the last decade, precautionary
funding in 2020, and the current opportunistic margin increases amid inflationary pressures,
should keep defaults low and the German banking sector’s NPL ratio close to 1.6%. Even if the
current resurgence of the pandemic prompts banks to delay the release of their sizeable
residual stock of loan loss provisions driven by post-model adjustments, we expect German
banks’ net LICs in 2022 to be equivalent to less than 1% of the banking sector’'s CET1 capital,
similarto 2021.

Capital Generation Can Easily AccommodateLoan Growth

The combination of restructuring at large listed banks and non-shareholder-driven mutual
groups will continue to result in immaterial profit distribution. As a result, we expect the
German banking sector to generate about EUR20 billion of capital in 2022, equivalent to about
20% of RWAs growth and 8x net LICs. This is despite still modest pre-impairment incomes by
international comparison. This will allow German banks to easily accommodate the expected
strong loan growth.
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Sovereign Support Assessment

The Support Rating and Support Rating Floor (SRF) reflect our view that, due to the bank
resolution framework, senior creditors cannot rely on full extraordinary state support.

Actual country D-SIB SRF NF
Support Rating Floor: NF
Support Factors Positive Neutral Negative

Sovereign ability to support system

Size of banking system relative to economy
Size of potential problem

Structure of banking system

Liability structure of banking system
Sovereign financial flexibility (for rating level)
Sovereign propensity to support system
Resolution legislation with senior debt bail-in v
Track record of banking sector support
Government statements of support
Sovereign propensity to support bank
Systemic importance

Liability structure of bank

Ownership

Specifics of bank failure
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Summary Financials and Key Ratios

31Dec20 31Dec19 31Dec18
(EURm) (EURm) (EURm)

Summary Income Statement
Net interest and dividend income 19,944 20,397 21,152
Net fees and commissions 8,402 8,168 7,694
Total operating income 28,355 28,507 28,275
Operating costs 19,615 20,136 19,290
Pre-impairment operating profit 8,740 8,371 8,985
Loan and other impairment charges 1,822 0 0
Operating profit 6,918 8,371 8,985
Other non-operating items (net) -2,909 -4,091 -4,412
Tax 2,528 2,449 2,775
Net income 1,481 1,831 1,798
Summary Balance Sheet
Gross loans 905,586 861,208 823,009
Interbank 58,783 57,673 63,822
Other securities and earning assets 295,111 287,691 289,252
Total earning assets 1,259,480 1,206,572 1,176,083
Cash and due from banks 135,108 77,156 50,668
Other assets 16,838 16,239 15,851
Total assets 1,411,426 1,299,967 1,242,602
Customer deposits 1,067,029 987,421 941,996
Interbank and other short-term funding 161,654 135,421 127,565
Other long-term funding 16,569 17,418 17,702
Total funding 1,245,252 1,140,260 1,087,263
Other liabilities 40,669 39,601 40,490
Total equity 125,505 120,106 114,849
Total liabilities and equity 1,411,426 1,299,967 1,242,602
Ratios (annualised as appropriate)
Profitability
Operating profit/risk-weighted assets 0.9 1.1 1.3
Net interest income/average earning assets 1.6 1.7 1.8
Non-interest expense/grossrevenue 69.2 70.6 68.2
Net income/average equity 12 1.6 1.6
Asset quality
Growth in grossloans 52 4.6 7.1
Loan impairment charges/average gross loans 0.2 0.1 n.a.
Capitalisation
Common equity Tier 1 ratio 16.4 16.0 16.2
Tangible common equity/tangible assets 8.9 9.2 9.2
Funding and liquidity
Loans/customer deposits 84.9 87.2 87.4
Customer deposits/funding 85.7 86.6 86.6

Source: Fitch Ratings, Fitch Solutions, SFG

Sparkassen-Finanzgruppe (Sparkassen)
Update | 7 December 2021 fitchratings.com 5



FitchRatings

Environmental, Social and Governance Considerations
FitchRaﬁngs

Credit-Relevant ESG Derivation
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Overall ESG Scale

Irrelevant to the entity rating and irrelevant to the sector.

. A A
gruppe has 1 ESG rating driver and 4 ESG potential rating drivers key driver 0 issues
» 1) has exposure to structure; relative to business model; opacity; intra-group which, in
with other factors, impacts the rating.
1) has exposure to compliance risks including fair lending practices, mis-selling, repossession/foreclosure practices, consumer data protection (data driver 1 issues
security) but this has very low impact on the rating.
-Fi 1) has exposure to operational implementation of strategy but this has very low impact on the rating. potential driver 4 issues
1) has exposure to board i and ; ownership cor ion of rights; legal risks;
business continuity; key person risk; related party transactions but this has very low impact on the rating.
-Fil 1) has exposure to quality and frequency of financial reporting and auditing processes but this has very low impact on the rating. 4 issues
not a rating driver
5 issues
Environmental (E)
General Issues E Score Sector-Specific Issues Reference E Scale
How to Read This Page
GHG Emissions & Air Quality 1 na na. ESG scores range from 1 to 5 based on a 15-level color gradation. Red (5) is
most relevant and green (1) is least relevant.
Energy Management 1 na na. 4 The Environmental (E), Social (S) and Governance (G) tables break out the
individual components of the scale. The right-hand box shows the aggregate E,
Water & Wastewater Management 1 na. na S, or G score. ngeral Issues are rglevant across all markets wnh‘ Sector-
Specific Issues unique to a particular industry group. Scores are assigned to
each sector-specific issue. These scores signify the credit-relevance of the
Waste & Hazardous Materials 1 na na. 2 sector-specific issues to the issuing entity's overall credit rating. The Reference
Management; Ecological Impacts box highlights the factor(s) within which the corresponding ESG issues are
3 i " captured in Fitch's credit analysis.
Exposure to Environmental Impact of e?drenje weather events on asset§ and/or opera}noﬂs anq Company Profile; Management & pt lysi
[EEES 2 corresponding risk appetite & management; catastrophe risk; credit Strategy: Risk Appetite; Asset Quali
P! concentrations o ppetite; ty The Credit-Relevant ESG Derivation table shows the overall ESG score. This
score signifies the credit relevance of combined E, S and G issues to the
Social (S) entity's credit rating. The three columns to the left of the overall ESG score
General Issues S Score Sector-Specific Issues Reference S Scale summarize the issuing entity's sub-component ESG scores. The box on the far
left identifies some of the main ESG issues that are drivers or potential drivers
Human Rights, Community Services for underbanked and underserved communities: SME and Company Profile; Management & of the issuing entity's credit rating (corresponding with scores of 3, 4 or 5) and
Relations, Access & financial literacy programs Strategy; Risk Appetite provides a brief explanation for the score.
Customer Welfare - Fair Compliance risks including fair lending practices, mis-selling, Operating Environment; Company X . § i
Messaging, Privacy & Data 3 repossession/foreclosure practices, consumer data protection (data Profile; Management & Strategy; Risk Classification of ESG issues has been developed from Fitch's sector ratings
Security security) Appetite criteria. The General Issues and Sector-Specific Issues draw on the
. . . classification standards published by the United Nations Principles for
Labor Relations & Practices 2 Impact of Ial?or 'S, including Company Profile; Management & Responsible Investing (PRI) and the Sustainability Accounting Standards Board
and composition Strategy
(SASB).
Employee Wellbeing 1 na na. Sector references in the scale definitions below refer to Sector as displayed in
o = e the Sector Details box on page 1 of the navigator.
Shift in social or consumer preferences as a result of an institution's pag g
Exposure to Social Impacts 2 social positions, or social and/or political disapproval of core banking Company Profile; Financial Profile
practices
Governance (G) CREDIT-RELEVANT ESG SCALE
General Issues G Score Sector-Specific Issues Reference G Scale How relevant are E, S and G issues to the overall credit rating?
Highly relevant, a key rating driver that has a significant impact on
Management Strategy 3 Operational implementation of strategy Management & Strategy the rating on an individual basis. Equivalent to "higher" relative
i within Navigator.
Board i 1ce and 1t & Strategy; Earnings & Relevant to rating, not a key rating driver but has an impact on the
Governance Structure 3 ion of i rights; legal risks; Profitability; Capitalisation & 4 rating in combination with other factors. Equivalent to "moderate”
business continuity; key person risk; related party transactions Leverage relative il within Navigator.
- . i . Minimally relevant to rating, either very low impact or actively
o al "
Group Structure 4 e it » strucltjure, 2T - relative to business model; Company Profile managed in a way that results in no impact on the entity rating.
opacity; intra-group dynamics; ownership to0 "lower" relative within Navigator.
Financial Transparency B Quality and frequency of financial reporting and auditing processes Management & Strategy 2 Irrelevant to the entity rating but relevant to the sector.

SFG has an ESG Relevance Score of ‘4’ for Group Structure in contrast to a typical relevance
score of ‘3’ for comparable banks. This reflects our view that SFG is one of the least cohesive
groups to which Fitch assigns group ratings. SFG does not produce consolidated financial
accounts and its aggregated risk reporting is less advanced than other European mutual support
banking groups rated by Fitch. This means that ESG issues are credit relevant to the issuer, but
not a key rating driver by itself. However, the score has a moderate negative impact on the
rating in combination with other factors. The score also reflects the often lengthy and complex
decision-making process of the group and limited enforcement rights, because SFG is not a
consolidated legal entity.

Except for the matters discussed above, the highest level of ESG credit relevance, if present, is
ascore of 3. This means ESG issues are credit neutral or have only a minimal credit impact on
SFG, either due to their nature or to the way in which they are being managed by the SFG. For
more information on Fitch’s ESG Relevance Scores, visit www.fitchratings.com/esg.
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The ratings above were solicited and assigned or maintained at the request of the rated
entity/issuer or a related third party. Any exceptions follow below.

DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch) credit ratings are subject to certainlimitations and disclaimers. Please read these
limitations and disclaimers by following this link
https://www fitchratings.com/understandingcreditratings. In addition, the following
https://www. fitchratings.com/rating-definitions-document details Fitch’s rating definitions for each rating
scale and rating categories, including definitions relating to default. Published ratings, criteria, and
methodologies are available from this site at all times. Fitch’s code of conduct, confidentiality, conflicts of
interest, affiliate firewall, compliance, and other relevant policies and procedures are also availablefrom the
Code of Conduct section of this site. Directors and shareholders’ relevant interests are available at
https://www fitchratings.com/site/regulatory. Fitch may have provided another permissible or ancillary
service to the rated entity or its related third parties. Details of permissible or ancillary service(s) for which
the lead analyst is based in an ESMA- or FCA-registered Fitch Ratings company (or branch of such a
company) can be found onthe entity summary page for thisissuer on the Fitch Ratings website.

In issuing and maintaining its ratings andin making other reports (including forecast information), Fitchrelieson factual informationit receives
from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factal
information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from
independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The manner of Fitch’s factal
investigation and the scope of the third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the
requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability ad
nature of relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing third-party
verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other
reports provided by third parties, the availability of independent and competent third- party verification sources with respect tothe particuar
security or in the particularjurisdiction of theissuer, anda variety of other factors. Users of Fitch’s ratings and reports should understand that
neither an enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection
with a rating orareport will be accurate and complete. Ultimately,theissuer and its advisersare responsible for the accuracy of the information
they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings and its reports, Fitch must rely on the
work of experts, including independent auditors with respect to financial statements and attorneys with respect to legal and tax matters
Further, ratings andforecasts offinanciad and other information are inherently forward-looking and embody assumptions and predictions abat
future events that by their nature cannot be verified as facts. As aresult, despite any verification of current facts, ratings and forecastscan be
affected by future events or conditions that were not anticipated at the time arating or forecast wasissued or affirmed.

The information in this report is provided "as is" without any representation or warranty of anykind, and Fitch does not represent or warrant
that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to risks other than credit risk, unles
such risk is specifically mentioned. Fitch is not engagedin the offer or sale of any security. All Fitchreports have shared authorship. Individuas
identified in a Fitch report were involvedin, but are not solely responsible for,the opinions stated therein. Theindividuals are named for contact
purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for theinformation assembled, verified and presented
to investors by the issuer and its agents inconnectionwith the sale of the securities. Ratings may be changed or withdrawn at any time fa- any
reason in the sole discretion of Fitch. Fitchdoes not provide investment advice of any sort. Ratings are not a recommendation tobuy, sell, o
hold any security. Ratings do not comment onthe adequacy of market price, the suitability of any security for a particular investor, or the tax-
exempt nature or taxability of payments made in respect to any security. Fitch receives feesfrom issuers, insurers, guarantors, other obligas
and underwriters for rating securities. Such fees generally vary from US$ 1,000 to US$ 750000 (or the applicable currency equivalent) per isste
In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or
guarantor, for a single annual fee. Such fees are expectedtovary fromUS$10,000 to US$ 1,500,000 (or the applicable currency equivalent) The
assignment, publication, or dissemination of aratingby Fitch shall not constitute a consent by Fitchto use itsnameas an expert in connection
with any registration statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of the United
Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch
research may be available to electronic subscribers up to three daysearlier than toprint subscribers.

For Australia, New Zealand, Taiwanand South Korea only: Fitch Australia Pty Ltd holds an Australianfinancial services license (AFS license m
337123) which authorizes it toprovide credit ratings to wholesale dients only. Credit ratings information published by Fitch isnot intended to
be used by persons who are retail clients within the meaning of the Corporations Act 2001.

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized Statistical Rating Organizatin
(the "NRSRQ"). While certain of the NRSRO's credit rating subsidiaries are listedon Item3 of FormNRSROand as such are authorized toisae
credit ratings on behalf ofthe NRSRO (see https://www.fitchratings.conVsite/regulatory), other credit rating subsidiaries are not listed on Fam
NRSRO (the "non-NRSROs") and therefore credit ratings issued by those subsidiaries are not issued on behalf of the NRSRO. However, nar
NRSRO personnel may participatein determining credit ratingsissued by or on behalf of the NRSRO.
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