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Research Update:

Comerica Inc. Ratings Lowered To 'A-/A-2
From 'A/A-1'; Outlook Negative

Overview

« W believe industry risk is now higher and expect the conpany to
experience higher credit |osses and | ower profitability.

» The conpany has a weaker core funding profile than its peers, which we
view negatively in the current environnent.

* As part of our review of U S. banks, we |owered Conerica Inc.'s long-term
counterparty credit rating to 'A-/A-2" from'A/ A1 . The outlook is
negati ve.

* W& expect further nodest deterioration in Conerica Inc.'s credit quality
coupled with additional |osses in 2009, given the weak econonic
envi ronnent .

Rating Action

On June 17, 2009, Standard & Poor's Ratings Services lowered its long-term
counterparty credit rating on Conmerica Inc. to "A-/A-2" from'A A-1'. The

outl ook on the long-termrating is negative. At the sane tine, we |owered our
rating on the conpany's preferred shares to 'BBB-' from'BBB . W also | owered
our ratings on the conpany's primary subsidiary, Conerica Bank, to 'A A1
from'A+/A-1'. Al ratings were renmoved from Credi t Watch, where they were

pl aced on May 4, 2009, in conjunction with our ongoing review of U S. banks.

Rationale

The rating action largely results fromour analysis of Conerica's credit
quality, which we believe will continue to weaken, reducing profitability. The
rati ng downgrade also reflects our view of the conpany's weaker core funding
profile relative to bank peers. W believe Conmerica's capital |evels and
quality of fset these negative factors, are better than those of its peers, and
are supportive of the rating.

This rating action is consistent with our ongoi ng reassessnent of the
financial services industry. Specifically, we believe that the banking
systemis credit outlook will continue to weaken and that the econonic
environnent will remain tepid. At the same time, the housing and manufacturing
sectors continue to decline along with a decline in household wealth, which is
| eading to a slowdown in consumer spendi ng.

In this regard, Conerica's |oan portfolio has weakened--al beit at a slow
pace, and we anticipate further deterioration within its comercial rea
estate and autonotive |oan portfolios. To illustrate, the ratio of
nonperform ng assets (NPAs) to total |oans and forecl osed property rose to
2.20% as of March 31, 2009, from 1.94% at year-end 2008, a smaller sequential
i ncrease than many peers. The conpany's exposures in the Mdwest (nostly
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M chigan) and in the West (nostly California) are fairly large, which we view
cautiously in our ratings assessment. W expect a nodest increase in |oan
| osses within Conerica' s diversified national deal er services business (8% of
total loans) and its autonotive manufacturer |oan portfolio (3%, given the
chal | enges faced by the autonotive industry, but view favorably the bank's
prudent | ending policies and good | oan perfornmance thus far. Conerica's
construction |l oan portfolio--less than half of which is residential--is
snal l er than those of certain peers, tenpering the deterioration in asset
quality in recent quarters.

Al ongsi de credit quality weakening, we believe the bank's profitability
i s subdued. In addition to higher |oan | oss provisions, net interest incone
growth has been muted. Specifically, net inconme declined to $9 million, before
preferred dividends, in first-quarter 2009, down from $109 million in
first-quarter 2008. However, we think the bank's significant reduction in
noni nt erest expenses, bol stered by recent significant reductions in headcount,

is a positive factor. W expect that net income will be nbdest over the next
few quarters due to elevated | oan | oss provisions, but should inprove in 2010.
We view Conerica's liquidity as strong overall. However, the conpany's

core funding is |lower than many of its bank peers. W view whol esal e fundi ng,
particularly in the current environment, as sonewhat weaker than core deposit
fundi ng. For instance, the conpany's ratio of |oans to deposits was about 141%
in first-quarter 2009 by our cal cul ati on--generally higher than simlarly
rated peers. Likewise, the ratio of custoner deposits to total funds was only
57% bel ow peers. Secured borrow ngs at the Federal Hone Loan Bank (FHLB) of
Dal | as, which have increased significantly to about $8 billion as of March 31
2009, provide, in our view, a cost effective source of liquidity. W think the
bank' s avail abl e borrow ng capacity remains significant at the FHLB of Dall as.
Al t hough approved to do so, the conmpany has chosen not to issue any debt under
t he Federal Deposit Insurance Corp.'s Tenporary Liquidity Guarantee Program
(TLGP), given tepid | oan demand and other nore attractive financing
alternatives.

On the positive side, Conerica has exhibited strong capital ratios, in
our view, and fared favorably in our recently released credit stress testing
nmet hodol ogy and criteria (see Related Research below). W believe that |oan
| osses will not erode conmon equity capital to the point that additiona
capital woul d beconme necessary. However, tangible capital |evels have declined
nodestly in recent quarters. The conpany's tangi ble comobn equity ratio
declined to 7.27% as of March 31, 2009, down from7.62% a year earlier. Qur
view of Conerica's capital levels also take into consideration the segnent and
geographic diversification in its |oan portfolio. The conpany recently reduced
the dividend on its conmon shares, which should allow it to retain about $170
mllion per year--a favorable outcone froma credit perspective.

Outlook

The negative outl ook reflects our belief that the rating will remain under
pressure in the current fiscal environment. Specifically, we believe that the
banki ng system s credit outlook will continue to weaken and that the economic
environnent will remain tepid. W expect further nodest deterioration in
Conerica's credit quality, coupled with the Iikelihood for additional |osses
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in 2009, given the weak econom c conditions. However, if credit quality,
profitability, or capital ratios deteriorate beyond our current expectations,
we could |l ower the rating further. Conversely, if overall profitability and
credit quality inprove materially, then we could raise the ratings. However,
we believe that an upgrade is less |likely, given our general econom c outl ook.

Related Research

» "Ri sk- Adj usted Capital Framework For Financial Institutions," April 21,
2009

e "Stress Testing U S. Financial Institutions," April 29, 2009.

e "Credit Stress Testing For Financial Institutions," April 29, 2009.

e "Research Update: Conerica Inc. 'A/A-1" Rating Placed On CreditWatch
Negative," May 4, 2009.

e "Conerica Inc.," Sept. 29, 2008.

Ratings List
Downgr aded; CreditWatch/ Qutl ook Action

To From

Conerica Inc.

Counterparty Credit Rating A-/ Negativel/ A-2 A VWAt ch Neg/ A-1
Coneri ca Bank, Detroit, M

Counterparty Credit Rating Al Negativel/ A-1 A+/ Wat ch Neg/ A-1
Comrerica Bank, Detroit, M

Certificate Of Deposit

Local Currency A A1 A+/ VWt ch Neg/ A-1

Conerica Inc.

Seni or Unsecured A- A/ Wat ch Neg

Subor di nat ed BBB+ A-/ Wat ch Neg

Preferred Stock BBB- BBB/ WAt ch Neg

Conmrer ci al Paper A-2 A- 1/ Wat ch Neg
Conerica Bank, Detroit, M

Subor di nat ed A- A WAt ch Neg
Conerica Capital Trust 11

Preferred Stock BBB- BBB/ WAt ch Neg

Conpl ete ratings information is available to RatingsDirect subscribers at

www. ratingsdirect.com Al ratings affected by this rating action can be found
on Standard & Poor's public Wb site at www. standardandpoors. com sel ect your
preferred country or region, then Ratings in the left navigation bar, followed
by Find a Rating.
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