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Research Update:

Italian Mediobanca 'BBB/A-2' Ratings Affirmed
On Sovereign Rating Action And Stabilizing
Industry Risk; Outlook Negative

Overview

e On June 6, 2014, we affirmed our 'BBB/A-2' |long- and short-term
unsolicited sovereign credit ratings on the Republic of Italy.

« W now identify a stable trend for the Italian banking sector's industry
risk, as we believe its systemnide funding is unlikely to deteriorate
further.

« W believe that Medi obanca SpA is successfully inplenmenting its
previ ously announced capital -enhanci ng actions, thereby reducing the
potential downside risk to its capital position

W are therefore affirmng our 'BBB/A-2' |ong- and short-termratings on
Medi obanca.

» The outlook on the long-termrating renmai ns negative, reflecting that on
our long-termunsolicited sovereign rating on Italy.

Rating Action

On June 17, 2014, Standard & Poor's Ratings Services affirmed its 'BBB/ A-2
I ong- and short-termcounterparty credit ratings on Italy-based Medi obanca
SpA. The outl ook remains negati ve.

Rationale

The affirmation foll ows our June 6, 2014, affirmation of our 'BBB/A-2' |ong-
and short-termunsolicited sovereign credit ratings on the Republic of Italy
(see "Ratings On Italy Affirned At 'BBB/A-2'; Qutlook Remai ns Negative").

The affirmation also reflects our view the downside risks for the ratings on
Medi obanca have di m ni shed, as we now see a stable trend for the Italian
banki ng sector's industry risk assessment. W al so believe Medi obanca is |ess
exposed than nost of its peers to a potentially weaker-than-anticipated
econom c recovery in ltaly. This is because it has what we view as a sound
capital position and it is nore geographically diversified than its peers.

Medi obanca, however, renains exposed to the potential deterioration of ltaly's
sovereign creditworthiness, our view on which is reflected in our negative
outl ook on our unsolicited |long-term sovereign rating on ltaly.

We believe that Mediobanca is successfully inplenenting the actions included
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inits business plan. The plan ains to reduce its exposure to nmarket risk
through its equity stakes portfolio, inprove the stability of its revenue
base, and increase its business diversification. The bank has taken advant age
of inmproved market conditions to accelerate the disposal of some of its

| argest equity stakes: Qut of a total targeted €1.6 billion disposal by June
2016, the bank has already sold a total of €800 million, with total gross
gai ns exceeding €200 million. W note that Mediobanca remains conmitted to
conpl eting the remai ning di sposals over the coning 12-18 nonths. W consi der
this target to be achievable in |ight of the current narket environment.

Medi obanca's bottomline perfornance in the past three quarters has been sound
and out performed expectations. It has mainly benefitted from sizable capital
gai ns booked on equity disposals. However, we believe that an inproving
econorny, the bank's increasing efforts to preserve its margins (which include
the use of liquidity to reduce its reliance on costlier sources of funding),
and nore favorabl e narket conditions shoul d somewhat benefit the bank's
operating revenue streamin 2014 and 2015. Mreover, we al so consider that the
bank's | oan-1o0ss provisioning needs will l|ikely gradually decrease. W
estimate that our risk-adjusted capital (RAC) ratio for Mediobanca is
currently between 7.5% - 8.0% W believe the bank can organically sustain
this level and further strengthen it to 8. 0% - 9.0% by 2015, considering its
announced equity stake di sposal

W& note that Mediobanca has been able to preserve what we view as a sound
asset quality throughout the econonmc downturn. Its coverage |evel and
nonperform ng | oan ratios conpare very favourably with those of its Italian
peers. Even if the bank is using part of its liquidity cushions to reduce its
reliance on costlier sources of funding, we expect that its financing needs
will remain nodest over the next couple of years and that it will continue to
adequately manage its funding and liquidity position

Outlook

The negative outl ook on Medi obanca reflects the possibility that we could

| ower our ratings on the bank if we were to | ower our unsolicited sovereign
credit ratings on Italy. W believe that, under our criteria, Medi obanca would
not qualify to be rated higher than our unsolicited | ong-term sovereign rating
on Italy. W seldomrate financial institutions above the foreign currency
rating on the country where they are based, as we see a strong connection

bet ween banks' creditworthiness and that of their country of domcile. Italy

i s Medi obanca's country of domicile and its nmain nmarket. It accounts for about
75% of the bank's total |oans, and we therefore believe that Medi obanca woul d
be severely affected by the same economc factors that coul d cause sovereign
stress in Italy, despite its geographic diversification

We anticipate that a potential increase in our view of the economc risks
faced by Italian banks may not necessarily lead to a downgrade of Medi obanca.
That said, we could | ower our ratings on Mediobanca if we were to anticipate
that it could not sustain its RAC rati o above 7% over the next two years, nost
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likely due to a conbination of increased econom c risk, persistently high
mar ket risk exposure through equity stakes, and a materially
| ower -t han-antici pated capital generation.

A review of the outlook to stable would be possible if we were to revise our
outl ook on our unsolicited long-termsovereign rating on Italy to stable.

Ratings Score Snapshot

| ssuer Credit Rating BBB/ Negat i ve/ A- 2
SACP bbb
Anchor bbb-
Busi ness Position Adequat e (0)
Capital And Earnings Adequat e (0)
Ri sk Position Strong (+1)
Fundi ng Aver age (0)
Liquidity Adequat e
Support (0)
GRE Support (0)
Group Support (0)
Sover ei gn Support (0)

Related Criteria And Research

Related criteria

e Group Rating Methodol ogy, Nov. 19, 2013

e Quantitative Metrics For Rating Banks d obal ly: Methodol ogy And
Assunptions, July 17, 2013

e Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011

e Banking Industry Country Ri sk Assessnment Methodol ogy And Assunpti ons,
Nov. 9, 2011

 Bank Hybrid Capital Methodol ogy And Assunptions, Nov. 1, 2011

 Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010

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

Related research

e Ratings On Italy Affirned At 'BBB/A-2'; CQutl ook Renai ns Negative, June 6,
2014

* S&P Publishes Latest Banking |Industry Country Ri sk Assessnment On Italy,
June 17, 2014

e Banking Industry Country Ri sk Assessnent: Italy, June 17, 2014

Ratings List

Rati ngs Affirned

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JUNE 17, 2014 4

1333764 | 301082089



Research Update: Italian Mediobanca 'BBB/A-2' Ratings Affirmed On Sovereign Rating Action And Stabilizing
Industry Risk; Outlook Negative

Medi obanca SpA

Counterparty Credit Rating BBB/ Negati ve/ A- 2
Certificate OF Deposit

Forei gn Currency BBB

Local Currency BBB/ A- 2

Seni or Unsecured BBBp

Seni or Unsecured BBB

Subor di nat ed BBB-

Medi obanca | nternational (Luxembourg) S. A

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

Conpl ete ratings information is avail able to subscribers of RatingsDi rect at
www. gl obal credi tportal.com and at spcapitaliq.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 O fice (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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