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Research Update:

France-Based Credit Mutuel Group's Core
Entities 'A+/A-1' Ratings Affirmed On Bank
Criteria Change; Outlook Stable

Overview

e Following a review of France-based Caisse Centrale du Crédit Mt uel
(CCCM under Standard & Poor's revised bank criteria (published on Nov.
9, 2011), we have affirmed our 'A+/A-1' ratings on CCCM and the entities
we view as core nenbers of the Credit Mutuel group (GCM.

e At the sane tine, we affirmed our 'BBB ratings on the hybrid capital
instrunments issued by the entities we reviewed and we | owered the ratings
on dated subordinated debt to 'A-' from'A' .

e CCCM s stand-alone credit profile is "a', reflecting our anchor of 'a-'
for GCM and the group's strong busi ness position, adequate capital and
earni ngs, adequate risk position, average funding, and adequate liquidity.

e The long-termrating on CCCM benefits fromone notch of uplift for
potential extraordinary government support in a crisis, reflecting our
view of a "noderately high" |ikelihood of governnent support, due GCM s
hi gh systenic inportance in France and our assessment of the governnent
as "supportive".

* The stable outl ook on CCCM and core nenbers of GCMreflects our
expectation that the group will inprove its capital position, navigate
t hrough currently conpl ex market and fundi ng conditions, and show a
fairly resilient performance in 2011, despite our view of a less dynanic
operating environnent in the second half of the year.

Rating Action

As previously announced, on Dec. 7, 2011, Standard & Poor's Ratings Services
has affirmed its 'A+/A-1' long-termand short-termcounterparty credit ratings
on France-based Cai sse Centrale du Crédit Mutuel (CCCM) and the entities we
view as core nenbers of the Credit Mutuel group (GCM. The outl ook on all
entities is stable.

At the sane tinme, we affirned our issue ratings on hybrid capital instrunents
i ssued by the group nenbers we reviewed. We [ owered our ratings on dated
subordi nated debt to 'A-' from'A' .

Rationale

Standard & Poor's bases its ratings on CCCM and the core entities of GCM on
its analysis of the group. CCCM s stand-alone credit profile is 'a' and
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reflects GCM s "strong" busi ness position, "adequate" capital and earnings,
"adequat e" risk position, "average" funding, and "adequate" liquidity, as our
criteria define these terns.

Qur bank criteria use our Banking Industry Country Ri sk Assessnent (Bl CRA)
econom ¢ risk and industry risk scores to deternmi ne a bank's anchor, the
starting point in assigning an issuer credit rating. Qur anchor for a
conmer ci al bank operating only in France is 'a- One of the factors we base
the BICRA score on is our evaluation of econonmic risk. We consider that
France's econony is highly stable, and enjoy |ow private-sector credit risk.
Wth regard to industry risk, the French banking industry has a strong

regul atory framework, and heal thy conpetition between |arge players with
general ly restrained risk appetites. Stable donestic custoner deposits
stemri ng fromthe high French househol d savi ngs rate underpin systemii de
funding. At the sane tinme, nost French banks are reliant on whol esal e narkets
to fund their sizable balance sheets.

Qur evaluation of GCM s overall econonmic risk reflects our view of the

wei ght ed average econonmic risk in the countries in which GCM operates. W
assess GCM s economc risk as in line with that for the BI CRA on France, given
the group's predom nant presence in France. Qur industry risk assessment for
CCM i s based solely on its honme market of France.

GCM conprises 18 regi onal cooperative bank federations and Credit Industriel

et Conmmercial, which the Crédit Miutuel Centre Est Europe federation acquired
in 1998. These two entities and nine other federations nmake up the banking
group Crédit Mutuel Centre Est Europe - Crédit Industriel et Conmercial, which
was renanmed CMLO-Cl C after five federations of GCMjoined forner CVb-Cl C on
Jan. 1, 2011. Gven its position as the |argest and strongest of the
federations, we view CMLO-CIC as the driving force of GCM s creditwort hi ness
and we view it as a core nmenber of GCM Banque Fédérative du Crédit Mt uel
(BFCM) is the funding armof CMLO-ClC

W& assess GCM s business position as "strong". This reflects GCM s position at
the forefront of the market and its robust donestic franchise, underpinned by
its consistently strong historical focus on donestic retail business. On the
negative side, GCM s operations show |inited geographic diversification. GCM
represents the third | argest retail-banking network in France. W expect that
the group will adapt its strategy and growmh to the currently conpl ex

envi ronnent and fundi ng conditions that have prevail ed since mdyear 2011 and
to nore stringent regul ati ons ahead. W al so expect lending activity to slow
down in France, particularly in the nortgage market. |In past years, confronted
with nodest growth prospects in their core donestic business, sone of the
Crédit Mutuel federations have expanded into consuner finance in Europe, but
we believe nediumtermearnings growmh in this sector to be uncertain.

Qur assessnment of GCM s capital and earnings as "adequate" reflects our
expectation that the risk-adjusted capital (RAC) ratio for GCM (before
di versification benefits) will inmprove at below 8% in the next 12-18 nonths.
Because of its cooperative structure, GCM al so enjoys high internal capital
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generation, supported by a limted dividend payout ratio. The najority of its
revenues consist of interest income and fees, which benefits the recurrence of
earnings. Repricing efforts could offset sone of the group's higher funding
costs. However, we believe that GCM s efforts to preserve liquidity, along
with a nore difficult econom c environment, will reduce consolidated
profitability in 2011 and 2012.

GCM's risk position is "adequate", in our view. This assessnent reflects the
group' s expansion in consuner finance and the |ower diversity of its |oan
portfolio than peers', balanced against its strong donestic retail banking and
i nsurance focus and relatively |ow proportion of capital narket activities.
Resi denti al nortgages represent nore than 50% of GCM s total |oan book and,

t hrough the cycle, they generated much | ower | osses than indicated by the risk
wei ght under our RAC franework. At year-end 2010, GCM s nonperforning | oans
were at a stable 4.2% of gross outstanding |oans. The increase fromless than
3% in 2007 reflected the integration of the credit consumer portfolios and the
deterioration of the credit environnent. W believe that GCM has potentia
capacity to face the credit risks related to its exposure to sovereign debt in
sout hern European countries.

In our opinion, GCM s funding is "average" and its liquidity is "adequate"
GCM has been facing risk-averse capital markets and a significant
deterioration in funding conditions since August 2011. Affecting the group's
position in the market, in our view, is the conparatively high proportion of
short-termwithin its total whol esale funding as of year-end 2010, which we
see as a weakness. Neverthel ess, we consider that GCM has sone tine to
continue adapting to new conditions, thanks to its liquidity reserves.

Al t hough CCCM plays a central role in defining processes and nethods for
liquidity risk neasurenent, liquidity risk managenent remains the
responsibility of the regional federations. GCM benefits froma | arge and
stabl e deposit base, but a portion of regul ated deposits has to be held
centrally at a state institution (€28.2 billion at year-end 2010), and cannot
be used to fund | oans. W excluded this anpunt from our measure of the group's
core deposits (€200 billion at year-end 2010). GCM al so conpares favorably to
peers in ternms of the ratio of custoner |loans to total savings (core deposits
pl us of f - bal ance- sheet savi ngs).

The long-termcounterparty credit rating is one notch higher than the SACP on
CCCM reflecting our view of a "noderately high" Iikelihood of support, due to
GCM s high systemic inportance in France and our assessnment of the French
government as "supportive".

The 'BBB' issue ratings on the hybrid junior subordinated debt of all the
group's nenbers we reviewed reflects that these instrunents stand three
not ches bel ow the SACP, in accordance with our criteria for instrunments
containing a nonviability contingency clause |leading to a principa
write-down.

The "A-' rating on the dated subordi nated debt for the core group nenbers we
reviewed is one notch below the SACP in accordance with our criteria for
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nondeferrabl e capital instrunents in jurisdictions such as France, where we
consi der that the government is unlikely to support the paynent of
nondef err abl e subordi nated debt, even though it may support senior debt.

Outlook

The stable outlook on CCCMreflects our expectation that GCMwi Il inprove its
capital position, be able to manage the currently conmpl ex market and funding
conditions, and post a performance that shows sone resilience in 2011, despite
our view of a |less dynam c operating environment in the second half of the
year.

We could |l ower the ratings on CCCMin case of unexpected risks in its consuner
finance operations or capital market activities, which would hanper the
expected i nprovenent in capitalization. Deterioration of French and European
econom ¢ conditions beyond what we anticipate in our base case, or narket
events that trigger significant unexpected inpairnments, may also contribute to
negative pressure on the ratings. Neverthel ess, given our view of GCM s high
system c i nmportance, we believe that governnent support would materialize
under such circunstances and |lint downside effects.

In ine with our methodol ogy, a downward revision of CCCMs SACP by one notch
woul d not automatically affect the long-termcounterparty credit rating,
assum ng everything el se remai ned unchanged. A lowering of the long-term
sovereign rating on the Republic of France (unsolicited rating AAA Watch

Neg/ A-1+) by nore than two notches would trigger a downgrade of CCCM

We coul d consider an upgrade if GCM s risk position inproved materially,

not ably t hrough higher diversification, or if its capital strengthens very
significantly. W consider such scenarios as renote, however.

Ratings Score Snapshot

| ssuer Credit Rating A+

SACP a

Anchor a-

Busi ness Position Strong (+1)
Capital and Earnings Adequat e (0)
Ri sk Position Adequat e (0)
Fundi ng and Liquidity Aver age and Adequate (0)
Suppor t 1

GRE Support 0

G oup Support 0

Sover ei gn Support 1

Addi ti onal Factors 0
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Related Criteria And Research

Al articles listed bel ow are available on RatingsDirect on the dobal Credit
Portal, unless otherw se stated.

Related criteria

* Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011

* Banking Industry Country Ri sk Assessment Methodol ogy And Assunpti ons,
Nov. 9, 2011

e Group Rating Methodol ogy And Assunptions, Nov. 9, 2011

e Bank Hybrid Capital Methodol ogy And Assunptions, Nov. 1, 2011

Related research
* Anal ytical Linkages Between Sovereign And Bank Ratings, Dec. 6, 2011

Ratings List

Ratings Affirmed

Banque Federative du Credit Mituel
Credit Industriel et Conmercial
Cai sse Centrale du Credit Mituel
Cai sse Federale de Credit Miutuel d' Anjou
Cai sse Federale du Credit Miutuel Antilles-CGuyane
Cai sse Federale du Credit Miutuel de Maine-Anjou Basse Normandi e
Cai sse Federale du Credit Miutuel Nord Europe
Cai sse Federale du Credit Mituel Ccean
Credit Mutuel Arkea
Counterparty Credit Rating A+/ Stabl e/ A-1

Downgr aded
To From
Banque Federative du Credit Mituel
Subor di nat ed A- A

Credit Miutuel Arkea
Subor di nat ed A- A

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

Conplete ratings information is available to subscribers of RatingsDirect on
the @ obal Credit Portal at www gl obalcreditportal.com All ratings affected
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 follow ng Standard & Poor's nunbers:
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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 Moscow 7 (495) 783-4009.
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