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Capital Commensurate with Risks: The Fitch Core Capital (FCC) ratio of 18% at end-2018
and common equity Tier 1 (CET1) ratio of 14.3% at end-March 2019 are satisfactory, compare
well domestically and have ample buffers over the 2019 Supervisory Review and Evaluation
Process (SREP) requirement. Capitalisation is underpinned by an established record of internal
capital generation and we expect capital ratios to remain sound over the medium term.
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Strong Franchise in Selected Businesses: Mediobanca Spa’s ratings reflect its specialised
business model with leading franchises in investment banking and consumer finance in Italy.
They underpin sound capitalisation, adequate profitability and good asset quality by Italian
standards, which were maintained through the cycle. Mediobanca is also expanding its wealth
management activities. Growth is both organic and through acquisitions, and Fitch Ratings
expects the bank to maintain its controlled risk appetite.
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Financial Data

Net impaired loans accounted for less than 8% of the FCC at end-2018, significantly lower than
the average among Italian banks.
Resilient Asset Quality: The impaired loans ratio of 4.9% (or close to 4% excluding
purchased non-performing loans (NPLs)) at end-2018 compares well with the Italian sector
average of about 10%. Lending standards are robust, with loans regularly written off and
disposed in the consumer portfolio. Mediobanca’s holdings of Italian sovereign bonds are
limited at about 30% of FCC, lower than most rated Italian banks’.
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Improved Earnings, Average Profitability: Wealth management has helped earnings
generation and revenue diversification. Mediobanca’s operating profit/risk-weighted assets
(RWAs) ratio of about 2.2% in 2H18 compares well with the strongest domestic banks, but is
average relative to international sector averages. Mediobanca has good control over costs.
Loan impairment charges (LICs) at less than 20% of pre-impairment profit in the 18 months to
end-2018 should remain under control.
Adequate Funding, Sound Liquidity: Funding is adequately diversified and less dependent
on wholesale channels than in the past. Customer deposits expanded on the back of the bank’s
growing retail and wealth management franchise. Regular retail bond issues through third-party
networks are a feature of the bank’s funding strategy. Mediobanca’s medium-term funding
needs are manageable, in our view. Its liquidity profile is sound, backed by large liquidity
reserves and good coverage of short-term maturities.

Rating Sensitivities
Sovereign Rating, Operating Environment: The Negative Outlook reflects our view that
Mediobanca would likely be downgraded if Italy’s ‘BBB’ rating is downgraded, since its activities
are predominantly domestic. The bank’s ratings are, therefore, highly affected by the risk profile
of the Italian sovereign and the domestic economy. An upgrade of the ratings would likely
require an upgrade of the sovereign rating.
Risk Appetite, Asset Quality, Liquidity: Increased risk appetite, such as expanding higherrisk activities, increasing concentration risk or asset-quality deterioration could lead to a
downgrade. Deterioration of group liquidity and funding could also result in a downgrade.
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Operating Environment
Mediobanca’s historical corporate and investment banking (CIB) activities are to some extent
internationally diversified, but its consumer and retail banking are domestic and expose the
bank to Italy’s challenging operating environment.
Italy’s ‘BBB’ rating and Negative Outlook reflect the extremely high level of general government
debt and the absence of structural fiscal adjustment, relatively high net external debt, still-weak
banking sector asset quality, very low trend GDP growth, policy risk and uncertainty arising
from the current political dynamic and associated downside risks to our public debt projections.
The rating is supported by a diversified, high value-added economy, with gross net income per
capita, governance and human development indicators much stronger than the peer group
medians. Italy also has moderate private sector indebtedness, a sustainable public pension
system, relatively favourable average maturity of public debt (6.7 years) and average yield at
issuance (1.4%), a negligible share of foreign-currency debt, a current account surplus and an
external leverage that is mitigated by EMU membership.
The Italian economy entered recession for the third time this decade after recording two
consecutive quarters of negative growth in 2H18. With both export and investment growth
prospects deteriorating, we forecast a GDP growth of 0.1% in 2019. We expect growth to
recover modestly to 0.5% in 2020.

Company Profile
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Mediobanca’s specialised business model differs from traditional commercial banks in Italy and
allows generating profit and maintaining better asset quality and capitalisation levels through
the cycle by domestic comparison. Its business mix combines CIB activities, in which the bank
has an established record and strong brand recognition in Italy, with solid franchise in
consumer lending (Compass) and growing retail banking operations (CheBanca!). The group
has been developing wealth management and private banking activities, which can benefit from
long-standing relationships with corporate customers and the group’s well recognised brand
domestically.
The bank has accompanied its organic business expansion with some acquisitions aimed at
strengthening its asset management franchise (the 50% stake it did not already own in Banca
Esperia in 2016 and Barclays’ domestic retail activities in 2015) and diversifying its product
offering (alternative asset managers RAM Active Investments in 2018 and Cairn Capital in
2015). Mediobanca is in the process of acquiring a stake in the Indonesian consumer finance
company, BFI Finance, which will allow gaining a foothold in high-growth emerging markets.
We expect this trend of small acquisitions to continue as Mediobanca intends to prioritise the
expansion of its wealth management activities and increase the international breadth of its CIB
franchise.

Breakdown by business
Private
5%

Leasing
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Purchased
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1%

Specialty
5%

Corporate
34%

Mediobanca holds a 13% stake in the Italian insurer Assicurazioni Generali S.p.A. (A/Negative). The participation is accounted for at the equity method and had a market value of
about EUR3.0 billion at end-2018.

Management and Strategy
Mortgages
20%

Consumer
30%
Source: Fitch Ratings, Mediobanca

Mediobanca’s senior management is appropriately skilled, its turnover is low and transitions are
executed smoothly, supported by a sound corporate culture that is well entrenched throughout
the organisation. We believe that executives have been able to define coherent strategies and
to deliver on their stated objectives through the cycle and they successfully reshaped the
bank’s business model without posing significant risks for the group’s stakeholders. These
elements strengthened the management’s credibility in the market, in our view.

Related Criteria
Bank Rating Criteria (October 2018)
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Mediobanca is listed on the Italian stock exchange. Its ownership structure is adequately
fragmented and the strong presence of institutional investors, which represent about 75% of
the share capital, should favour access to capital resources if needed, in Fitch’s opinion. The
bank’s largest shareholders and other institutional investors are part of a shareholder
agreement that has historically had a great influence on the group’s governance, but has not
posed any downside risk to creditors so far. The agreement’s scope and strength have
significantly reduced during the past decade, especially in December 2018 when two large
shareholders withdrew, therefore reducing the stake held in the pact to 21% from 29%. Also, a
new three-year agreement was signed with consultation purposes only, replacing the previous
one that limited members’ ability to sell their shares.
Mediobanca has a good record of meeting its stated objectives and developing more recently
entered market segments in line with plans. Its financial performance has been more resilient
than domestic peers’ through the cycle, but a prolonged economic slowdown in Italy could
make future execution more challenging, in our view, especially if it results in reduced customer
appetite for wealth management products and/or higher default rates in the loan book.

Growth
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Source: Fitch Ratings, Mediobanca

Note on Charts
Black dashed lines in the Impaired
Loans Ratio, Operating Profit/RWA,
FCC Ratio, Loans/Customer Deposits
charts of the report represent indicative
quantitative ranges and corresponding
implied scores for Fitch’s core financial
metrics for banks operating in the
environments that Fitch scores in the
‘bbb’ category.
Peers include: Unicredit S.p.A. (VR:
bbb); Intesa Sanpaolo S.p.A. (bbb);
Credito Emiliano S.p.A. (bbb); HSBC
France (a-); Van Lanschot N.V. (bbb+)
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The bank will continue to scale-up wealth management and CIB activities in 2019, both
organically and through acquisitions. In April 2019, Mediobanca finalised the acquisition of 66%
stake in the French corporate finance boutique, Messier Maris & Associés, as part of its
strategy to expand its advisory activities to medium-sized corporates. Compass’s consumer
finance activities are likely to grow at a slower pace than in the past, but its cost of risk should
remain under control.

Risk Appetite
Mediobanca’s underwriting standards are in line with broad industry practices. Its lending policy
is sufficiently conservative and resulted in a lower level of impaired assets compared with the
domestic banking sector. In CIB, Mediobanca has some tolerance for single-name
concentration, but risk is well managed. The bank selectively targets large corporates and has
balanced exposures between domestic and foreign borrowers. In consumer finance,
Mediobanca can rely on a proprietary database that is the largest and has the longest timeseries in Italy, which allows a better screening of loan application and results in lower risk of
credit losses compared with its domestic peers, in Fitch’s view.
The bank is primarily exposed to credit risk in its corporate, consumer and mortgage loan
portfolios and residually in its securities portfolio. In the past few years, Mediobanca’s balance
sheet grew at high single-digit rates, mostly driven by its strong consumer lending and
acquisitions. Growth has been coherent with the group’s risk appetite, generated adequate
growth in margins and has not pressurised its solvency.
Exposure to market risk is average, in Fitch’s view, and mainly stems from interest-rate risk in
Mediobanca’s banking book and from capital markets activities. Risk controls and hedging tools
are adequate and sufficiently sophisticated. The group uses both derivatives and cash flow
hedges to mitigate interest rate, price and credit risk on its banking book. We consider
Mediobanca’s appetite for market risk on its trading book modest, based on conservative valueat-risk limits applied to single trading desks. The bank’s exposure to own-sovereign risk is also
contained at about 33% of its FCC.

Financial Profile
Asset Quality
Mediobanca’s asset quality has been consistently better than domestic averages throughout
the cycle, with a gross impaired loans ratio that remained well below 10% over the past
decade. The gross impaired loans ratio of 4.9% (or 4.2% excluding purchased NPLs) and
coverage ratio of about 71% at end-2018 were among the strongest domestically. Reported
gross NPL ratio at end-March 2019 was 4.2% (excluding purchased NPLs)
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Lending accounts for about 60% of total assets, in line with domestic commercial banks, but
benefits from higher product diversification compared with second-tier Italian banks.
Mediobanca’s CIB exposure is reasonably diversified by industry, with comparatively higher
exposure to sectors where the bank has strong expertise. Geographic diversification has
increased in recent years and lending to counterparties domiciled in countries outside Italy
(mainly France, Germany, Spain and the UK) accounted for half of the CIB portfolio at end2018. The bank has minimal exposure to real-estate development projects or public-sector
entities. Large single-name exposures heighten concentration risk, but they are well managed
and tightly monitored, in our view.
Consumer loans and residential mortgages are overwhelmingly domestic and highly granular.
Consumer lending has greater exposure towards borrowers in central-southern Italian regions,
where demand, but also the average default rates, are generally higher than in the northern
regions. However, the average weighted probability of default of the performing portfolio is
manageable, in our opinion, which means that the group’s conservative lending standards
adequately mitigate risks. Impaired exposures are about 5% of the total consumer lending and
are adequately provisioned. Retail mortgages loans are largely floating rate, long term and of
good credit quality, with conservative loan-to-value at origination.

Asset Quality by Business Segment
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Other Assets
Mediobanca’s securities portfolio (including bonds at amortised cost) was less than 20% of total
assets at end-2018. The portfolio is sufficiently diversified and less exposed to Italian sovereign
risk than other Fitch-rated Italian banks. Italian government bonds were about EUR2.7 billion or
less than 4% of its total assets, and had a low average duration of about 2.5 years.
Mediobanca sold some small equity stakes in 2018, but it keeps its legacy investment in
Assicurazioni Generali, which are about 4% of total assets and had a book value of about
EUR3 billion.
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Peer Analysis
Three-Notch Midpoint
Score/Outlook
(%)
Impaired loans/gross loans
Reserves for impaired
loans/impaired loans
Growth of gross loans
Loan impairment
charges/average gross loans

Mediobanca
bbb+/Stable

IntesaSP
bb/Stable

Dec 18 Jun 18 Dec 18
4.9
4.9
9.7
70.7
73.9
60.5
10.5
0.5

7.6
0.5

-7.5
0.6

UniCredit
bb/Stable

Dec 17
12.8
53.7

Dec 18
8.7
70.8

Dec 17
10.8
61.9

11.6
0.9

1.6
0.6

-3.5
0.6

Van Lanschot
bbb+/Stable
Dec 18 Dec 17
3.8
4.0
34.1
32.5
-6.0
-0.1

-5.8
-0.1

Source: Fitch Ratings, Fitch Solutions

Earnings and Profitability
Mediobanca’s profitability remains average relative to the global industry average and might
vary over the economic and interest-rate cycles due to the bank’s domestic focus and large
interest-bearing activities. However, revenue generation and diversification have improved in
recent years, driven by steady growth in consumer lending, retail mortgages and fee-intensive
wealth management. Mediobanca’s profitability also benefits from good operating efficiency
and a record of low LICs, which differentiate the bank from other domestic peers.
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In the first six months of its financial year to December 2018, Mediobanca generated an
operating profit of about EUR530 million, equivalent to operating profit/RWAs of 2.2%, which
compares well with its four-year average of 1.4% and also with stronger domestic banks. Its
return on equity of 8.9% at end-March 2019 is also satisfactory and remains on a slightly
improving trend.
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Source: Fich Ratings, Mediobanca
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The bank has effectively managed the pressure from falling interest rates on its net interest
margin (NIM) by boosting volumes and shifting the lending mix towards consumer loans and
retail mortgages. NIM has improved to just above 2% of earning assets in recent years, also
thanks to the growing relevance of cheaper funding sources, such as deposits, in the bank’s
funding structure. Fitch expects NIM to stabilise as growth in consumer finance is likely to slow
down after peaking in the past two years, and funding costs might rise due to challenging
refinancing conditions for Italian banks.
In 2H18, net fees and commission grew by about 7% yoy and were about 28% of total
operating income. Their contribution increased mainly thanks to the strong growth of assets
under management (by 17% yoy in 2H18) and stronger CIB activity. Mediobanca remains
committed to increasing fees generated by its advisory and wealth management businesses,
through small acquisitions, as these should further improve and stabilise its revenue generation
through the cycle and increase revenue diversification.
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Operating expenses grew by 5% yoy in 2H18 due to the bank’s business expansion, but did not
lead to a deterioration of operating efficiency. The bank’s cost/income ratio of about 55% at
end-2018 remains one of the lowest among Fitch-rated domestic banks and compares well by
European industry averages. LICs decreased to less than 16% of pre-impairment profit, which
is low by domestic comparison, reflecting decreased credit risk in all of the bank’s divisions.
Fitch expects Mediobanca to keep LICs under control throughout 2019.

Peer Analysis
Mediobanca
IntesaSP
UniCredit
Van Lanschot
bbb/Stable
bbb-/Stable
bbb/Stable
Three-Notch Midpoint Score/Outlook bbb-/Stable
(%)
Dec 18 Jun 18 Dec 18 Dec 17 Dec 18 Dec 17 Dec 18 Dec 17
Operating profit/RWAs
2.2
2.1
1.8
1.1
1.0
0.9
1.8
2.5
Net interest income/average earning
2.1
2.1
1.0
1.4
1.5
1.5
1.4
1.6
assets
Non-interest expense/gross revenues
54.8
55.4
58.8
68.6
69.6
70.1
91.1
84.4
Loans and securities impairment
17.7
17.7
33.8
51.2
41.2
47.1
-17.8 -13.7
charges/pre-impairment operating profit
Operating profit/average total assets
1.4
1.4
0.6
0.4
0.5
0.4
0.6
0.8
Net income/average equity
9.5
9.2
8.2
14.7
7.8
11.1
6.2
7.0
Source: Fitch Ratings, Fitch Solutions

Capitalisation and Leverage
Mediobanca’s FCC ratio of 18% at end-2018 and transitional CET1 ratio of 14.3% at endMarch 2019 were comfortably above the 2019 SREP requirement of 8.25% and commensurate
with the bank’s business model and risk profile, in particular with regard to concentration risk in
the credit and equity portfolios. The bank is well positioned to confirm a 14% CET1 ratio by
June 2019, thanks to the extension of the Danish Compromise until end-2024 that will allow it
to continue risk weighting the stake in Assicurazioni Generali rather than fully deducting it from
core capital. Mediobanca’s non-core capital is a modest 3.5% of its RWAs and mainly consists
of Tier 2 issuances.
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In 2018, Mediobanca rolled out AIRB models to the corporate portfolio, which generated a
140bp increase in the bank’s regulatory capital ratios. The application of internal models to the
retail mortgages portfolio this year generated an additional benefit of 40bp on its ratios at endMarch 2019.
Mediobanca has a record of solid internal capital generation through the cycle and adopts a
conservative dividend payout in the range of 40%-50%, which could slightly increase given its
good performance. However, we expect the bank to continue prioritising capital retention over
dividend distribution, if needed.
The FCC encumbrance by unreserved impaired loans is the lowest among Fitch-rated Italian
banks at about 8%, and regulatory leverage of 8.5% at end-2018 is sound by international
standards.
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Peer Analysis
Three-Notch Midpoint
Score/Outlook
(%)
Fitch Core Capital/RWAs
Impaired loans less reserves for
impaired loans/Fitch Core Capital
Tangible common equity/tangible
assets
Regulatory CET1 ratio
Basel leverage ratio

Mediobanca
bbb/Stable

IntesaSP
bbb/Stable

UniCredit
bbb-/Stable

Van Lanschot
a-/Stable

Dec 18 Jun 18 Dec 18 Dec 17 Dec 18 Dec 17 Dec 18 Dec 17
18.0
19.0
12.9
13.7
13.8
14.9
23.7
22.7
7.8
6.0
40.2
61.5
2.1
9.8
20.1
22.2
11.3

12.6

5.3

5.5

5.5

5.7

7.8

7.7

13.9
n.a.

14.2
8.8

13.5
6.2
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6.4
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5.5
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6.9

20.5
6.7

Source: Fitch Ratings, Fitch Solutions

Funding and Liquidity
Mediobanca’s funding is generally stable and adequately diversified. Its loans/customer deposit
ratio at over 200% at end-2018 is well above other Fitch-rated Italian banks and reflects the
bank’s historical high reliance on more expensive wholesale funding sources, which accounted
for about 42% of the group’s financial liabilities at end-2018, and retail bonds placed on thirdparty networks. Mediobanca accesses the institutional debt market through several channels,
including its euro medium-term note and covered bond programmes, commercial paper and
certificate of deposits. The bank also issues asset-backed securities that are backed by
consumer loans, which are eligible for ECB refinancing. Wholesale funding includes about
EUR4.3 billion of targeted longer-term refinancing operations, which will expire by 2021.

Loans/Customer Deposits
Mediobanca
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Over the past few years, the bank has gradually reduced its reliance on wholesale funding
thanks to growing customer deposits, which were about EUR23 billion (or 37% of total funding
excluding derivatives) at end-2018. This remains small compared with domestic traditional
commercial banks, but is much higher than 2016 (25%). Customer deposits are largely retail
(about 68%), with an increasing contribution from private clients.

Funding Mix
Dec 18
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banks
15%
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Source: Fitch Ratings, Mediobanca
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The bank has good access to retail funding through regular bond issuances, both senior and
subordinated, that it largely places through other banks’ branch networks rather than directly
selling them to its own clients. Mediobanca also issues bonds on a dedicated segment of the
Italian stock exchange, which reaches retail and professional investors. Issuances have been
less frequent over the past few quarters, reflecting customer deposit growth but also
Mediobanca’s issuance strategy, which concentrates on cheaper secured funding. Debt
maturities for the next three years are manageable and refinancing risk minimal, since
Mediobanca is perceived as a solid bank and has established market access.
Mediobanca has a sound liquidity profile, backed by almost EUR12 billion of unencumbered
ECB-eligible assets. Its 12-month average LCR of 186% and NSFR of 107% at end-March
2019 are also sound.
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Peer Analysis
Mediobanca
IntesaSP
Unicredit
Van Lanschot
Three-notch midpoint
bbb/Stable
bbb/Stable
bbb+/Negative
a-/Stable
score/Outlook
(%)
Dec 18 Jun 18 Dec 18 Dec 17 Dec 18 Dec 17 Dec 18 Dec 17
Loans/customer deposits
202.7 205.0 125.7
134.8
108.9 109.3
95.4
100.9
Customer deposits/total funding
37.2
36.1
56.7
56.6
59.0
55.3
75.4
71.5
(excluding derivatives)
a
Liquidity Coverage Ratio
210
186 163.0
>100
151.0 185.3 140.6
163.6
Interbank assets/interbank liabilities
29.1
13.9
28.2
31.1
28.3
29.3
86.4
183.6
a

12-month average
Source: Fitch Ratings, Fitch Solutions

Support
Mediobanca’s Support Rating of ‘5’ and Support Rating Floor of ‘No Floor’ reflect Fitch’s view
that external support cannot be relied upon in the long term, even though it is possible. Senior
creditors can no longer expect to receive full extraordinary support from the sovereign in the
event that the bank becomes non-viable.
The EU’s Bank Recovery and Resolution Directive and the Single Resolution Mechanism for
eurozone banks provide a framework for the resolution of banks that requires senior creditors
to participate in losses, if necessary, instead of or ahead of a bank receiving sovereign support.

Debt Ratings
Mediobanca’s long-term deposit rating is one notch above the bank’s ‘BBB’ Long-Term Issuer
Default Rating (IDR). Fitch believes that the bank has sufficient combined buffers of junior and
senior debt (preferred and non-preferred) that result in a lower probability of default on deposits
relative to the Long-Term IDRs. The one-notch uplift also reflects Fitch’s expectation that
Mediobanca will maintain sufficient buffers, given its need to comply with minimum requirement
for own funds and eligible liabilities requirements.
Fitch rates Mediobanca’s preferred and non-preferred senior unsecured debt in line with
Mediobanca’s Long-Term IDR, to reflect that it would treat a default on these obligations as a
default by Mediobanca. The ratings of the senior debt issued by Mediobanca International
(Luxembourg) SA are equalised with the parent’s Long-Term IDR since the debt is
unconditionally and irrevocably guaranteed by Mediobanca, and Fitch expects the parent to
honour this guarantee.
Tier 2 capital notes are rated one notch below Mediobanca’s VR to reflect one notch for loss
severity and zero notches for non-performance risk. The notes qualify as Tier 2 regulatory
capital and contain contractual loss absorption features, which will be triggered after the bank
becomes non-viable. The one notch for loss severity reflects the below-average recovery
prospects for the notes. We apply zero notches for incremental non-performance risk, as the
write-down of the notes will only occur once the point of non-viability is reached and there is no
coupon flexibility prior to non-viability.
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The ratings above were solicited and assigned or maintained at the request of the rated
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