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Research Update:

Outlook On German Landesbank Helaba And
50 Savings Banks To Stable On Resilience In A
Difficult Market; 'A/A-1" Affirmed

Overview

e In our view, Germany-based Landesbank Hessen- Thueringen G rozentrale
(Hel aba) and the 50 regional savings banks, which together formthe
Spar kassen- Fi nanzgr uppe Hessen- Thueri ngen (SFHT), continue to denpbnstrate
resilience against the econonic recession

» W observe that the recovery in German markets appears nore robust than
we previously anticipated.

« W are therefore revising our outl ooks on Hel aba and the 50 savi ngs banks
to stable fromnegative and affirmng our 'A/A-1' ratings.

» The stable outl ook on SFHT reflects our expectation that Helaba's and the
savi ngs banks' financial profiles will renmain relatively robust.

Rating Action

On Sept. 16, 2010, Standard & Poor's Ratings Services revised its outlook on
CGer many- based Landesbank Hessen- Thueringen G rozentrale (Hel aba) and the 50
savi ngs banks in Hesse and Thuringia, which together formthe

Spar kassen- Fi nanzgr uppe Hessen- Thueringen (SFHT), to stable from negative. At
the sane tine, the ' AA-1" long- and short-termcounterparty credit ratings on
all institutions were affirned.

Rationale

The outl ook revision reflects our increasing confidence that Hel aba's and the
savi ngs banks' financial profiles will continue to cope relatively well with
the very difficult gl obal economic and financial market conditions. In
addition, we see that the recovery in German markets appears robust.

Specifically, we believe that SFHT's aggregate credit | osses may be | ower than
we initially anticipated for 2009-2011 and, as we expected, conpare nuch nore
favorably with our |oss assunptions in the German banking sector fromlate
2009. Consequently, we don't expect any material bottom!line | osses at Hel aba
in 2010 and 2011 and anticipate a nore buoyant earnings buffer fromthe

regi onal savi ngs banks. Qur reassessnent stens from our view of a nore robust
German narket recovery, including the absence of donestic house price
inflation, unprecedented fiscal and nobnetary easing, and the absence of |arge
corporate defaults. Mreover, Helaba' s credit |osses on riskier internationa
conmercial real estate and corporate financings since 2007, despite
substantial increases, are |ower than many peers', particularly Landesbanks.
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This we see as a sign of Helaba's generally nore prudent underwiting and
conservative risk culture.

The rating affirmati ons are based on our opinion that difficult market
conditions only noderately affect the SFHT' s aggregate financial profile,

whi ch renmains consistent with the rating. In our view, this reflects, in
particul ar, the savings banks' strong capitalization, relatively stable
revenue streans, and strong retail funding capacity. W base the ratings on
SFHT' s core group nmenbers on the aggregate creditworthiness and expected
solidarity support among nmenber banks under energing stress. Mreover, the
rati ngs on Hel aba incorporate our assessnent of its ties to its 10% owner, the
State of Hesse (AA/ Stable/A-1+), and our view of Helaba's high systenmc

i mportance to Germany. The conbination of inplicit ownership support fromthe
regi onal savings banks and the State of Hesse continues to grant the long-term
counterparty credit rating on Helaba a three-notch uplift from our assessment
of Hel aba's stand-alone credit profile.

We believe that Hel aba would |ikely receive extraordi nary governnment support
from Hesse if needed. However, this potential support is reflected in the
ratings and does not raise our counterparty credit ratings on Hel aba above the
ratings on the SFHT. This is because we believe that explicit extraordi nary
government measures would only be granted to stabilize Hel aba's stand-al one
creditworthiness if an unexpected severe stress were to overstretch the

regi onal savi ngs banks' resources. In addition, such governnent support
nmeasures may, in our view, be tenporary; subject to conpensation arrangenents,
as required by the European Conmi ssion; or severely change existing group or
owner ship structures on which we base our current ratings.

Outlook

The stabl e outl ook on SFHT reflects our expectation that Helaba's and the
savi ngs banks' financial profiles will stay resilient to difficult market
conditions and our view that the recovery on Gernman markets is robust. The
ratings incorporate ongoing pressure on asset quality and earnings from
econom ¢ sl owdown, but we do not expect Helaba to post material bottomline
| osses in 2010 and 2011, however.

Under our base-case expectations, we don't expect Helaba or the savings banks
to play an inportant role in a possible consolidation of Germany's Landesbank
sector that would nmaterially weaken its business or financial profile. Should
this occur, we would need to reassess key rating elenments, in particular, the
ownership structures and ties between Hel aba, the regional savings banks, and
the State of Hesse, and Hel aba's financial and risk profile, which we regard

as generally nore conservative than that of other Landesbanks.

The ratings could be lowered i f we see unexpected material asset-quality or
profitability problens, or if the savings banks' margins and market position
were to erode materially. We will also nobnitor the savings banks' conmtnent
to strengthening Hel aba's stand-al one credit profile, if for exanple, contrary
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