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Banca del Mezzogiorno - MedioCredito Centrale: S&P modifica il rating a lungo
termine da BB+ a BB e lo pone in CreditWatch Negative

Banca del Mezzogiorno - MedioCredito Centrale informa che Standard & Poor’s, in
considerazione degli accresciuti rischi del contesto economico in cui operano le istituzioni
finanziarie italiane, ha rivisto il rating a lungo termine della Banca, portandolo da BB+ a

BB e lo ha posto in CreditWatch Negative.
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Research Update:

Italy-Based Bank MedioCredito Centrale Rating
Lowered To 'BB' And Placed On CreditWatch

Negative

Overview

e In our view, economic prospects in Italy are likely to be weaker than we
had previously anticipated and weak overall in the next couple of years.
We believe this will likely continue to dampen Italian banks' asset
quality and profitability, and, specifically, lead to high credit losses
in the Italian banking system over the next twc years significantly
exceeding our previous expectations.

® In our opinion, MedioCredito Centrale's (MCC) credit risk profile has
been weakened by the heightened economic risks we now see for banks
operating in Italy. We are therefore lowering our long-term counterparty
credit ratings on MCC to 'BB' from 'BB+'.

¢ The Italian ministry of finance has recently stated publicly that MCC's
parent company, Poste Italiane, is considering selling its stake in MCC.
Further to this, we are placing our rating on MCC on CreditWatch
negative.

® The CreditWatch placement indicates that we could lower the long-term
rating on MCC if we perceive that Poste Italiane's commitment to MCC has
diminished and/or if we conclude that a lack of clarity regarding MCC's
role within Poste Italiane affects MCC's financial and business profile.

Rating Action

On Dec. 18, 2014, Standard & Poor's Ratings Services lowered its long-term
rating on Italy-based MedioCredito Centrale SpA (MCC) to 'BB' from 'BB+'. At
the same time, we placed our rating on CreditWatch with negative implications
and affirmed the 'B' short-term rating.

Rationale

The downgrade of MCC reflects our view that its credit risk profile has been
weakened by heightened economic risks in Italy.

Persistently weak economic conditions in Italy are likely, in our opinion, to
continue to undermine the creditworthiness of the private sector and,
consequently, banks' asset quality and profitability prospects. We therefore
believe that Italian banks' credit losses will likely be high over the next
couple of years, significantly exceeding our previous expectations, and that
they will start to normalize only in the medium-to-long term. In this context,
our expectations for losses in the banks' credit portfolios are affected by
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our view that problematic assets will likely continue to grow and credit
recovery processes will remain long. We forecast that cumulative credit losses
for the Italian banking sector will account for about 4.0%-4.5% of total loans
in 2014-2016, with peak losses of about 1.5%-1.8% on average in both 2014 and
2015, with a gradual decline from 2016.

We therefore consider that the likely impact of the ongoing economic
correction on the Italian banking system will be more severe than anticipated,
reflecting higher economic risk for Italian banks than previously.

As a result of the heightened economic risks we now see in the domestic
environment for Italian banks, we have revised down the anchor--the starting
point for assigning a bank a long-term rating--we typically use for banks
operating primarily in Italy, including MCC, to 'bb+' from 'bbb-'.

The lowering of the anchor has led us to revise down our assessment of MCC's
stand-alone credit profile (SACP) to 'bb-' from 'bb', and consequently, we
have lowered our counterparty credit rating on MCC to 'BB' from 'BB+'.

Although the increased economic risk we see in Italy has had a negative impact
on our view of MCC's capital position, we continue to assess MCC's capital and
earnings as "strong." This is primarily because MCC successfully completed a
€230 million capital increase in February 2014. In our view, this capital
injection will likely provide MCC with a buffer sufficient to absorb the
impact of higher credit losses and support the expansion of its business while
preserving its capitalization at a level consistent with our current
assessment. We expect that MCC's risk-adjusted capital (RAC) ratio will
improve to 12%-13% in the next 24 months from a pro forma (calculated with
current sovereign and BICRA parameters) of 9.5% as of December 2013.

We have also not changed our assessment of MCC's risk position. We currently
consider MCC to have a moderate likelihood of extraordinary government
support, in line with our government-related entity methodology. However,
because its SACP is currently 'bb-' and our rating on Italy is 'BBB-', we do
not incorporate into our rating on MCC any uplift for potential support from
the Italian government.

We currently incorporate one notch of group support from Poste Italiane into
our rating on MCC, reflecting our view that MCC is of moderately strategic
importance to its parent.

CreditWatch

The CreditWatch placement indicates that we could lower our long-term rating
on MCC if we perceive that Poste Italiane's commitment to MCC has diminished
and/or if we conclude that a lack of clarity regarding MCC's role within Poste
Italiane affects MCC's funding, liquidity, and business profiles.

On Nov. 19, 2014, the Italian ministry of finance declared that Poste Italiane
was evaluating the potential sale of its stake in MCC to the government agency
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Invitalia. If we considered that the likelihocod of this sale occurring had
increased, it could affect our view of the parent's commitment to provide
extraordinary support to MCC in case of need.

We expect that, in the absence of an alternative and credible funding plan, a
diminished commitment from Poste Italiane could negatively impact our view of
MCC's funding and liquidity profile, as well as its ability to continue with
the planned business expansion. We understand that MCC has temporarily
increased its exposure to European Central Bank (ECB) funding to support its
new business. EBC funding accounted for about 50% of its stable funding needs
at June 2014. Poste Italiane provides MCC with €300 million of loans and we
currently factor into our rating our expectation that the bank will have
access to Poste's extensive network of post offices and customer base to
distribute its bonds. In our opinion, MCC's access to Poste Italiane's network
is a crucial part of its funding strategy.

We could lower our rating on MCC if we conclude that Poste Italiane's
intentions with regard to the disposal of MCC have been confirmed or, in case
the sale materializes, if we consider the new shareholder unlikely to provide
financial support to MCC similar to the level the Poste group currently
offers. In the latter case, we would evaluate the creditworthiness of the new
parent and the likelihood that MCC could receive extraordinary government
support.

We could also lower the rating if we conclude that the current lack of
certainty regarding the possibility that Poste Italiane might dispose of MCC
could affect MCC's funding and liquidity profile, or its ability to continue
to develop its business.

We could affirm the rating if we see that Poste Italiane remains committed to
providing strong ongoing and future support to MCC. If the sale materializes,
we could affirm the rating if we consider MCC's new shareholder willing and
able to provide MCC with enough financial support to adequately support MCC's
financial and business profiles.

Ratings Score Snapshot

To From
Issuer Credit Rating BB/Watch Neg/B BB+/Negative/B
SACP bb- bb
Anchor bb+ bbb-
Business Position Weak (-2) Weak (-2)
Capital And Earnings Strong (+1) Strong (+1)
Risk Position Moderate (-1) Moderate (-1)
Funding Average (0) Average (0)
Liquidity Adequate Adequate
Support +1 +1
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GRE Support 0 0
Group Support +1 +1
Sovereign Support 0 0
Additional Factors 0 0
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Complete ratings information is available to subscribers of RatingsDirect at
www.globalcreditportal.com and at spcapitaliq.com. All ratings affected by
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(46) 8-440-5814; or Moscow 7 (495) 783-40009.
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