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Research Update:

RCI Banque 'BBB/A-2' Ratings Affirmed On
Government Support And ALAC Review; Outlook
Remains Negative

Overview

« W believe the prospect of extraordinary governnent support for French
banks is now uncertain in view of the country's well-advanced and
ef fective resol ution regi ne.

* W are therefore renoving the one notch of uplift for governnent support
that we had previously incorporated into the long-termcounterparty
credit ratings on RCl Banque.

* In our opinion, if RCl Banque were to fail, given its noderate size and
operating nodel we are not clear as to whether the banking authorities
would pernmit it to continue its operations as a goi ng-concern. Therefore
we have not factored RClI Banque's potential build-up of additiona
| oss-absorbing capacity (ALAC) into our rating.

 However, in accordance with our criteria, we are affirm ng our 'BBB
I ong-term counterparty credit rating on RCI Banque. The rating renains
one notch above the bank's 'bbb-' stand-alone credit profile because the
bank is an outperforner in its peer group of 'BBB' and 'BBB-' rated
banks. W note the bank's resilient and strong profitability over the
past decade, even in difficult tines, and recent inprovenents to its
f undi ng.

« The outl ook remains negative, but it nowreflects the challenges the bank
faces to sustain above-average profitability netrics in the next 18 to 24
nonths. W expect margin pressures to gradually intensify, stemm ng both
fromthe lowinterest rate environnent and hi gher funding costs.

Rating Action

As previously announced on Dec. 2, 2015, Standard & Poor's Ratings Services
affirmed the | ong- and short-termcounterparty credit ratings on France-based
RCI Banque at 'BBB/A-2'. W also affirmed the ratings on its core subsidiary
DI AC. The outl ooks on both remain negative.

Rationale

We believe that the prospect of extraordi nary governnent support for the
French banki ng sector is now uncertain follow ng the expected ful

i mpl enent ati on of the EU Bank Recovery and Resolution Directive, including
bail-in powers, fromJan. 1, 2016. W do not conpletely exclude the
possibility of such support and we consider that systemically inportant French
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institutions such as RCI Banque face several nore years of structural and

bal ance sheet refornms to address their "resolvability" (mtigating the
systemc inpact if they fail). Nevertheless, we believe the French
governnent's ability and willingness to provide support is lower and |ess
predi ctabl e under the enhanced resolution framework. W have therefore
reclassified the tendency of the French governnent to support private sector
commer ci al banks as "uncertain" under our criteria, and renoved the one notch
that we previously included for governnent support in the long-term
counterparty credit rating on RCl Banque.

We have naintained the 'bbb-' SACP. However, we have added one notch of uplift
above the SACP because we view RCI Banque as outperform ng nost of its 'BBB
and 'BBB-' rated peers in terns of capital generation capabilities and
therefore financial flexibility. The earnings buffer--nmeasured according to
our criteria and defined as the capacity for operating earnings to cover
normal i zed | osses--is strong. It exceeded 2% of Standard & Poor's

ri sk-wei ghted assets between 2013 and first-half 2015. W expect it to remain
firmy above 2% in the next two years.

We view RCI Banque's overall creditworthiness as commensurate with a ' BBB

| ong-term counterparty rating when conpared with peers. In recent years it has
i mproved its funding profile, which used to be nore a rating weakness than it
is now The bank is gradually broadening its refinancing sources: it has
increased its portion of retail customer deposits; |leveraged its digital
capabilities; and targeted a 30% ratio of retail deposits to total funding by
end-2016. This ratio stood at over 25%at mid-year 2015 and at al nost 0% five
years ago. W see its 30%target as achi evabl e.

At this stage, we do not incorporate the inproved funding profile into the
bank's stand-alone credit profile. This is because we believe that the
stability of RCl Banque's deposits has yet to be denonstrated, given the short
history and untested resilience, and because it will continue to rely on

whol esal e fundi ng anyway. The bank has raised retail deposits via direct
channel s since February 2012 in France, February 2013 in Germany, My 2014 in
Austria, and this year in the U K W also consider that the bank has good
access to the market for refinancing, including its nost recent €500 mllion
seni or unsecured debt issuance (early Novenber 2015). W al so observe that the
bank does not rely on the group's available cash to fund its |ending business.

We view the French resolution regine as "effective" under our ALAC criteria
because, anong other factors, we believe it contains a well-defined bail-in
process under which authorities would permt non-viable systemically inportant
banks to continue critical functions as going concerns followi ng a bail-in of
eligible liabilities. However, we believe that if RCl Banque were to fail, it
woul d not likely represent a najor systemc risk due to its size and operating
nodel . It is therefore not clear to us whether the banking authorities would
need or intend to permt the bank to continue its operations as a

goi ng-concern if it failed. W have therefore not considered RCl Banque's
potential build-up of additional |oss-absorbing capacity. W have al so
recategorized the bank as being of "low' system c inportance to the French
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banki ng system-previously we regarded it as "noderately systemc"

We understand that the bank plans to continue to actively maintain its
Standard & Poor's risk-adjusted capital ratio at just above 10% W al so
understand that the bank does not plan to issue any material amunts of
bai |l -i n-abl e debt.

We believe RCI Banque is insulated fromits 100% owner, Renault, due to
France's favorabl e insolvency laws as well as RCl Banque's regul atory and

| egal status, stronger SACP than Renault's, and high degree of operationa

i ndependence. |In accordance with our criteria, we set the bank's indicative

i ssuer credit rating one notch above its SACP, and therefore one notch above
its parent. This is because we believe that the bank's denobnstrated resilient
and strong profitability, as well as recent inprovenents to its funding,
enhance its creditworthiness and further insulate it frompotential distress
at the parent conpany |evel.

Outlook

The negative outl ook indicates that we could |ower the ratings on RClI Banque
in the coming 18-24 nonths if the nonentum we observe relating to the gradua
strengthening of the funding profile were to falter, or if the bank's earnings
capacity ceased to outperformconpared with simlarly rated peers.
Specifically, we may renove this notch of flexibility and | ower the | ong- and
short-termcounterparty credit rating by one notch to "BBB-/A-3" if we
observed core customer deposits becom ng nore volatile than we had expect ed,;
or the correspondi ng funding costs outwei ghed the funding diversification
benefit; or access to financial markets becane nore difficult than we
currently assune.

We see a downward revision of RCI Banque's 'bbb-' SACP as unlikely. Qur

opi nion reflects the nore positive econom ¢ prospects in Europe, with

i ncreased new vehicle sales in the European auto market since m d-2013

(excl udi ng Russia); our understanding of the bank's conmmtnent to nmaintain
strong capitalization; and the bank's good |iquidity nanagenent and | ow credit
risk.

We woul d revise the outlook to stable if we saw the bank's evol ving fundi ng

profile inmproving further, while not undermning profitability, with funding
costs not substantially reducing the group's profitability.

Ratings Score Snapshot

To From
| ssuer Credit Rating BBB/ Negat i ve/ A- 2 BBB/ Negat i ve/ A- 2
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SACP bbb+ bbb+
Anchor bbb+ bbb+
Busi ness Position Weak (-2) Weak (-2)
Capi tal and Earni ngs Strong (+1) Strong (+1)
Ri sk Position Adequat e (0) Adequat e( 0)
Fundi ng Bel ow average (-1) Bel ow average (-1)
Liquidity Adequat e Adequat e
Suppor t 0 0
ALAC Support 0
GRE Support 0 0
G oup Support 0 0
Sover ei gn Support 0 +1
Addi ti onal Factors +1 0
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RClI Banque
DI AC S. A
Counterparty Credit Rating BBB/ Negat i ve/ A- 2
Certificate OF Deposit
Local Currency A-2
RClI Banque
Seni or Unsecured BBB
Certificate O Deposit A-2
Conmrer ci al Paper A-2

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

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitalig.com Al 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:
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 Mscow 7 (495) 783-4009.
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