S&P Global
Ratings

RatingsDirect’

Research Update:

Societe Generale Outlook Revised To
Positive On Plans For Loss Absorption
Buildup; 'A/A-1' Ratings Affirmed

Primary Credit Analyst:
Nicolas Hardy, Paris (33) 1-4420-7318; nicolas.hardy@spglobal.com

Secondary Contact:
Francois Moneger, Paris (33) 1-4420-6688; francois.moneger@spglobal.com

Table Of Contents

Overview

Rating Action
Rationale

Outlook

Ratings Score Snapshot
Related Criteria
Related Research

Ratings List

WW\W.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 24,2018 1



Research Update:

Societe Generale Outlook Revised To Positive On
Plans For Loss Absorption Buildup; 'A/A-1"
Ratings Affirmed

Overview

» W consider that Société Générale (SG is making rapid progress in the
execution of its nediumtermfinancing plan, in particular the buil dup of
a sizable buffer of bail-in-able debt (TLAC and MREL-eligible
instruments), protecting senior creditors.

e W are affirmng our ratings on SG and its rated subsidiaries, and
revising the outl ook to positive fromstable on SG and t hose group
entities that are eligible for additional |oss-absorbing capacity (ALAC)
uplift.

» The positive outlook reflects our expectations that SG s | oss-absorbing
buffer will reach 8% of risk-weighted assets (RWAs) by nid-2020 and t hat
the group will enhance profitability in line with 'A+ rated peers.

« W don't expect a change in our stand-al one assessnment on SG hence our
i ssue-level ratings on hybrid debt are likely to be unchanged.

Rating Action

On Cct. 23, 2018, S&P dobal Ratings affirnmed its "A/A- 1" long- and short-term
i ssuer credit ratings on France-based bank Soci été Générale and its core
banki ng entities.

We affirnmed our ' A+/ A-1' long- and short-termresolution counterparty ratings
on the group entities operating in countries where there is an effective
resolution regine and that would be part of a bank resolution strategy.

W revised to positive fromstable the outl ooks on all the entities notched
fromthe supported group credit profile (see Ratings List below for full
details).

We affirned all the issue-level ratings on the subordinated and hybrid capita
instruments issued by group nenbers.

W al so raised our long-termratings on France-based car |easing and fl eet

managenent conpany ALD S. A to 'BBB+ from'BBB, and affirmed our ratings on
t he France-based i nsurance conpany Sogécap and mmi ntai ned a stabl e outl ook
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Rationale

The outl ook revision primarily reflects our expectation that SGw |l continue
to build a sizable buffer of total |oss absorption capacity (TLAC) and m ni num
requi rements for own funds and eligible liabilities (MREL) protecting senior
creditors while strengthening the bank's intrinsic creditworthiness with a
stand-al one credit profile (SACP) we expect to remamin at 'a- For the
stronger buffer of additional |oss-absorbing capacity (ALAC) to translate into
a stronger rating, we would al so have to see SG delivering its strategic
targets of inmproving profitability and efficiency, which today comnpare
unfavorably with nmost ' A+ rated banks in Europe.

Si nce year-end 2016, SG has already issued about €13 billion of senior
nonpreferred debt. W estinate that the ALAC buffer already represented nore
than 5% of S&P G obal Ratings' RWAs at year-end 2017, which is commensurate
with an issuer credit rating one notch above the SACP. W now expect the ALAC
ratio will increase steadily to well above 8% in 2020. Qur views are informed
by SG s announced objective to conply with TLAC requirenments and transition
toward hi gher total amunts of required buffers. W incorporate into our

forecast the issuance of about €6 billion of senior nonpreferred debt
instruments per year, in the |lower range of the 6 billion-€7 billion issuance
amount communi cated by SG In the neantine, we expect SGw Il maintain the

other layers of its capital structure around their current |evel.

G ven our expectations of a gradual buildup of ALAC, and the existing track
record of ALAC buil dup, we could include a second notch of ALAC uplift in our
rati ngs on SG and other eligible subsidiaries (see Ratings List below) wthin
the next two years, likely around m d-2020 when our 8% requirenent is firmy
nmet .

We use two adjustments for the ALAC threshold, which cancel each other out: we
gualitatively adjust down the threshold by 25 basis points (bps) considering
the inmpact in our ALAC cal culation of the group's insurance operations and car
| ease operations, which inflate our RMs, but woul d be excluded froma
required bail-in process under the French resolution framework, in our view.
Conversely, we adjust the threshold up by 25 bps to reflect prepositioning
risk.

Froma credit perspective, the issuance of |oss-absorbing capital is positive
as it reinforces the bal ance sheet and further protects senior creditors in
resolution. Still, for an upgrade to 'A+ , which would place SGin the top
quartile of EMEA banks, the bank would need to close the profitability gap
with ' A+ rated peers. The bank's business nodel is strong and diverse froma
geogr aphi ¢ and busi ness standpoint, but does not yet deliver returns in |ine
with potential. W note this elenent is central to the bank's own strategic
obj ecti ves.

SG s nmediumtermplan to 2020 also entails a noderate risk asset increase, and
a gradual strengthening of core capital ratios and financial perfornance, on
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t he back of growi ng intragroup synergies and effective cost control. W will
nonitor to what extent the evolution of our netrics of core capital adequacy,
cost efficiency, and overall financial performance confirma successfu
execution of the mediumterm strategy.

We expect SGto increase its earnings capacity and keep focusing on inproving
cost efficiency, not only in its French retail banking division, where |ow
interest rates limt revenue generation and investnents to adapt the business
nodel wei gh on cost, but also in the G obal Banking and | nvestor Sol utions

di vi sion, which significantly depresses the group average. W will also
nonitor to what extent the bank can inprove the contribution of insurance to
earnings and i ncrease cross-selling, which in our viewis below the |evel of
French peers'. W note that SG has anbitions to materially inprove its
cost-to-income ratio to 63%in 2020, from 67% at end-June 2018 (conpany
metrics). W expect to see a sinmlar 3% 4% inprovenment for our efficiency
nmeasure, noni nterest expenses to operating revenues, which stood at 70%in
2017.

We forecast that our risk-adjusted capital (RAC) ratio (before
diversification) will be in the range 8.5% 9% in the next 18-24 nonths,
supported by stable underlying incone and | owsingle-digit gromh in S&P

G obal Ratings' RWA. At year-end 2017, we estinmated the group’'s RAC ratio at
8.2% (7.9% at end 2016). W estimated the first tinme application of |FRS9 as
of Jan. 1, 2018, represented a 20-bps reduction of the RACratio pro form at
year-end 2017, which nostly explains why we do not expect any meani ngfu
strengthening of the ratio in 2018.

W note SGs strategy to rebalance slightly its | oan portfolio in favor of

| endi ng opportunities that are better-remunerated than nortgage |lending in
France. G ven our nore conservative risk weights, we believe that our RMs are
likely to increase by about 3% year on year, with nore nodest growth of the

| oan portfolio.

According to its strategic plan, SG expects to generate about 25 bps of core
capital annually. W note the group ains to report a conmon equity tier 1
capital ratio of 12% or nore by 2020 (from11. 1% fully | oaded at end-June
2018).

We expect consolidated income to be in the €4 billion-€4.5 billion range on
average in 2018-2019, reflecting resilient underlying profit, thanks to a
resilient group average net interest margin, nore synergies devel oped with
speci al i zed subsidiaries |ike Sogécap and ALD in France and abroad, |ow cost
of risk, and cost containment. W believe that persistent |low interest rates
will continue to affect SGs net interest margin in its donestic activities,
simlar to other French banks.

Fi nanci al performance has been affected by nonrecurring items in recent years,
in particular provisions for litigation. SG has made significant progress in
the settlenent of |egal disputes. At end-Septenber 2018, SG s collective
reserve for disputes amounted to a material €1.4 billion. In 2017, the bank
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posted a charge of €963 million as a result of the settlenent signed with the
Li byan I nvestment Authority, and another $1.3 billion of penalties in June
2018 to settle investigations regarding the Libor and Li byan counterparties
cases. SG expects that the investigations and proceedings linked to the
econom ¢ sanctions ordered by the U S. authorities will be settled in the

com ng weeks. It considers itself adequately covered by the current provision
for disputes. Although the sizable provision built by SGis set to cushion the
potential inpact of litigation risks on profitability, we do not rule out the
possibility of further charges followi ng the repeated allocations to
col l ective provisions for disputes since 2012, but to a | ower extent.

We neasure SG s return on average comon equity at 5.3% on average during the
past five years, whereas nost of its |argest Western European peers display a
ratio in the 7% 10% range. As we expect further one-off expenditures to be

only small, we expect this nmeasure to converge toward the peer average in the
next two years, with return on average comon equity standing in the 8% 9%
range by 2020. Meeting these strategic objectives will be demandi ng but

achi evabl e i n our view

A second notch of ALAC uplift would | eave issue-level ratings on hybrid debt
unchanged because we notch themfromthe '"a-' SACP

We reviewed the strategic inportance of ALD for the group and rai sed our
long-termratings on the conmpany to 'BBB+ from'BBB . The upgrade reflects
our views that given ALD s financial contribution and role in SG s Financi al
Services division, its strategic inmportance has strengthened despite the | PO

l aunched in 2017. It leads us to expect a stronger likelihood of extraordinary
support from SG The stable outl ook reflects our expectation that SG will
maintain its conmtment and support for ALD through its control of the entity
and provision of significant funding and liquidity. The outlook is stable
because we consider that ALD as a corporate subsidiary would not be part of
bank resolution scenario and is therefore not eligible for ALAC uplift.

We affirmed our ratings and stable outl ook on Sogécap as insurance activities
are outside the scope of a bank resolution in our view.

Outlook

The positive outlook on SG reflects our expectation that we may raise our
long-termratings on SGto 'A+ in the next two years if the group continues
to steadily build a buffer of |oss-absorbing instruments protecting senior
creditors while delivering on its nmediumterm strategi c objectives. This could
occur if SG builds up a sustainable buffer of bail-in-able debt representing
an equi val ent of at |east 8% of our RMs. We believe SGwill likely build such
a buffer given its mediumtermstrategy to conply with TLAC and MREL
requirenents mainly by issuing a material amount of senior nonpreferred

i nstrunments. The strengthening of |oss-absorption capacity would lead us to

i ncorporate a second notch of ALAC support in our long-termissuer credit
ratings, likely toward the end of our two-year outl ook horizon, around
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m d- 2020.

We woul d al so need to observe that
inline with SGs nediumtermstrategic targets,
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profitability and efficiency are inproving
t herefore cl osing the gap

with 'A+ rated peers in our view In particular, we expect SGs return on

average conmon equity to converge toward 8% 9% by 2020, while our

nmeasur e of

non-interest expense to operating revenues should reduce toward 65% and our

RAC ratio is likely to be in the 8.5% 9% range over our two-year

hori zon.

The outl ook also reflects our viewthat SG wll
nmeasured risk appetite,

in particular

We could revise our outlook to stable if:

 The gradual buildup of ALAC buffer falls short of our expectations,
i nstance because of a nore rapid growh of S&P d oba
| ower core capital generation due to unexpected exceptiona
i nstance substantially higher

reserves; or

litigation costs conpared with current

continue to denpbnstrate a
regardi ng acqui sitions.

for
or

e The bank fails to structurally inprove its profitability and cost base,

and we expect its performance to conpare negatively with that of

rated peers.

Ratings Score Snapshot

| ssuer Credit Rating

SACP

Anchor

Busi ness Position
Capital and Earnings
Ri sk Position
Fundi ng and Liquidity
Suppor t

ALAC Support

GRE Support

G oup Support
Sover ei gn Support

Addi ti onal Factors

Related Criteria

e« Criteria - Financial

e« Criteria - Financial
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(+1)
(+1)
(0)
(0)
(0)
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Institutions - Ceneral: Risk-Adjusted Capita

Institutions - Ceneral: Methodol ogy For Assigning
Fi nancial Institution Resolution Counterparty Ratings,
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Framewor k Met hodol ogy, July 20, 2017

* CGeneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Ceneral Criteria: Quarantee Criteria, Cct. 21, 2016

e Criteria - Financial Institutions - Banks: Bank Rating Methodol ogy And
Assunptions: Additional Loss-Absorbing Capacity, April 27, 2015

e Criteria - Financial Institutions - Banks: Bank Hybrid Capital And
Nondef err abl e Subordi nat ed Debt Mt hodol ogy And Assunptions, Jan. 29,
2015

e Ceneral Criteria: Principles For Rating Debt |ssues Based On | nputed
Prom ses, Dec. 19, 2014

e CGeneral Criteria: Group Rating Methodol ogy, Nov. 19, 2013

e Criteria - Financial Institutions - Banks: Assessing Bank Branch
Credi tworthiness, Qct. 14, 2013

e« Criteria - Financial Institutions - Banks: Quantitative Metrics For
Rati ng Banks d obal ly: Methodol ogy And Assunptions, July 17, 2013

e Criteria - Financial Institutions - Banks: Banks: Rating Methodol ogy And
Assunptions, Nov. 9, 2011

e Criteria - Financial Institutions - Banks: Banking Industry Country Ri sk
Assessnent Met hodol ogy And Assunptions, Nov. 9, 2011

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria - Financial Institutions - Banks: Comercial Paper |: Banks,
March 23, 2004

Related Research

* ALD Upgraded To 'BBB+ On Business Gowh And Strategic |Inportance To
Soci ete Generale; Qutlook Stable, Cct. 23, 2018

Ratings List

Ratings Affirmed

Konercni Banka A. S.

Soci ete CGeneral e Bank & Trust

Soci ete CGeneral e (New York Branch)

Franfi nance

Credit du Nord S. A

Soci ete Ceneral e

Resol uti on Counterparty Rating At/ --1A-1

Soci ete General e
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Credit du Nord S. A

Certificate OF Deposit
Forei gn Currency
Local Currency

Franfi nance

Certificate OF Deposit
Forei gn Currency
Local Currency

SG Americas Securities LLC
Resol uti on Counterparty Rating

Sogecap S. A
I ssuer Credit Rating
Local Currency
Fi nancial Strength Rating
Local Currency

Soci ete Ceneral e
Seni or Unsecured
Seni or Unsecur ed
Seni or Subordi nat ed
Subor di nat ed
Juni or Subordi nat ed
Juni or Subordi nat ed
Conmer ci al Paper
Commer ci al Paper

Credit du Nord S. A
Seni or Unsecur ed
Conmrer ci al Paper

Franfi nance
Conmrer ci al Paper

SG | ssuer

Resol ution Counterparty Liability
Seni or Unsecur ed

Seni or Unsecured

SG Structured Products Inc.
Seni or Unsecur ed
Seni or Unsecur ed

SGA Soci ete General e Acceptance N. V.

Seni or Unsecur ed
Conmrer ci al Paper

Soci ete Ceneral e (Canada)
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Conmrer ci al Paper A1
Commer ci al Paper A-1(M D)

Soci ete General e Effekten GrbH
Seni or Unsecur ed A

Soci ete Generale N A Inc.

Conmrer ci al Paper A1l
Sogecap S. A
Subor di nat ed BBB

Ratings Affirned; CreditWtch/Qutlook Action

To From

Komercni Banka A. S.
Soci ete Ceneral e Bank & Trust
Soci ete Ceneral e (New York Branch)
SG Anericas Securities LLC
Franfi nance
Credit du Nord S. A
Soci ete Ceneral e

| ssuer Credit Rating A Positivel A1 Al Stabl e/ A-1

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings 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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