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Company Overview

Intesa Sanpaolo S.p.A. (hereafter ISA) is a banking group formed by the merger of Banca
Intesa and Sanpaolo IMI in 2007. The group’s headquarters are in Torino. The Bank of
Italy has identified ISA as “other systemically important institution” (O-Sll) and the group
must therefore comply with additional regulatory requirements. With 87.352 employees
(average number in 2017) and about 5,843 branches, the group serves approximately
19.9 million customers (12.3 million in Italy and 7.6 million abroad) and had total assets of
€796 billion in 2017.

ISA has a commercial banking presence in 12 countries, primarily in Italy, Eastern Eu-
rope and North Africa with approximately 1,100 branches abroad. Moreover, the group
has an international network with a presence in 25 countries to support cross-border ac-
tivities of corporate customers.

The group is divided into seven business areas. Banca dei Territori contributed 49.6% to
the group’s operating income in 2017 and focuses on the domestic business activities
such as lending and deposit collecting in Italy. Corporate and Investment Banking repre-
sents roughly 18.7% (of which capital market and investment banking 7.2%) of ISA’s
operating income and deals with corporate banking, investment banking and public fi-
nance in Italy and abroad. The third largest contributor to ISA’s operating income with
10.9% is the business segment International Subsidiary Banks. This business line is re-
sponsible for the group’s commercial operations on international markets through subsid-
iary and affiliated banks primarily involved in retail banking businesses. Private Banking
contributed 10.4% to the group’s operating income in 2017 and serves the private client
and high net worth individuals’ customer segment (approximately 87,000 clients). The
business segment Insurance represents 6 % of the group’s operating income in 2017 and
oversees management of the subsidiaries of the insurance group Intesa Sanpaolo Vita,
and Fideuram Vita. The lowest amount is contributed by the business segment Asset
Management with 4.4%, which is tasked with the development of asset management
solutions for the group.

In addition, the groups Corporate Centre is responsible for guidance, coordination and
control of the group as a whole as well as the management of assets and liabilities, the
treasury and the Capital Light Bank, which deals with the group’s bad loans and repos-
sessed assets as well as the sale of non-strategic investments.

ISA is currently pursuing its 2018-2021 business plan. According to the plan, ISA intends
to improve its group’s risk profile by reducing the stock of non-performing assets while
increasing its capital base. In addition, cost reduction is targeted through the simplifica-
tion/digitalization of the operating model as well as the growth of the revenues by captur-
ing new business opportunities, in particular to increase its net fee and commission in-
come.

On 26 June 2017, ISA acquired certain assets and liabilities as well as certain legal rela-
tionships of Banca Popolare di Vicenza S.p.A. and Veneto Banca S.p.A. for a token price
of €1. Both banks were considered failing or likely to fail by the European Central Bank;
however, the responsible authorities decided that the start of the resolution procedure is
not in the public interest. Acknowledging this decision, the Italian Government and the
Bank of Italy decided to start the compulsory administrative liquidation proceedings under
national law. As a result, ISA acquired both banks. The group received a public contribu-
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tion of €3.5 bn to offset the impacts on its capital ratios deriving from the acquisition, and
of €1.285 bn to support the corporate restructuring measures that ISA must activate to
fulfil the commitments made to the European Commission.

The principal subsidiaries and investments of ISA can be found in the following chart:

INTEM ] SNNPAOLO

Fideuram - Intesa Sanpaclo Private Banking SpA | _100%
(Italy - North West ) )
100%._ CIB Bank Ltd
- - _ 19.99% a (Hungary)
Fideuram Vita S.p.A. - < 80.01%
(Italy) < -
- 100%. Intesa Sanpaolc Helding International SA
’ (Luxembourg)
Cassa di Risparmio del Veneto SpA _100%
(Italy - North East) N
100% _ Intesa Sanpaocle Bank Luxembourg
’ S.A. (LUX)
Cassa di Risparmio in Bologna SpA _100%
(Italy - North East) .
. 97.03% Vseobecna Uverova banka, a.s.
. (Slovakia)
Cassa di Risparmio del Friuli Venezia Giulia SpA | 100% -
(taly - North East) .
97-47/2‘_ Privredna Banka Zagreb
' (Croatia)
Cassa di Risparmio di Firenze SpA _100%
(ltaly - Centre) e Bank of Alexandria
' (Egypt)
Banco di Napoli SpA 100%
(Italy - South) 99.99% Intesa Sanpaolo Vita SpA —
i (Italy)
Banca IMI SpA _100%)
(taly) 100% Intesa Sanpao!‘oRlEank Ireland Ple
’ (IRL)

Chart 1: Principal subsidiaries and investments of Intesa Sanpaolo S.p.A.

(Source: Own presentation based on data of S&P Global Market Intelligence
and annual report 2017 of Intesa Sanpaolo S.p.A.)

The shareholder structure of Intesa Sanpaolo S.p.A. is as follows:

i Compagnia di San Paolo

u BlackRock Inc.

i Fondazione Cariplo

i Fondazione Cassa di Risparmio delle
Province Lombarde

i Free Float

Chart 2: Major shareholders of Intesa Sanpaolo S.p.A.
(Source: Own presentation based on data of S&P Global Market Intelligence)
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Business Development

Profitability

ISA’s operating income amounted to 18.6 billion in 2017, increasing by 8.3% in a year-
over-year comparison (€1.4 billion). Net interest income contributed almost half of the
operating income, accounting for 45.7%, and decreased by 1% compared to the previous
year (€88 million) as a result of a decrease in interest income from loans to customers as
in the previous years. Fees and commissions accounted for 39.8% of operating income,
increasing by 10.2% (€693 million) YOY, mainly due to an increase in different insignifi-
cant positions like fees on credit and debit cards as well as fees in relation with the portfo-
lio management. At 13.8%, net trading income contributed the lowest share of the three
main drivers of operating income, however increasing by 1.5% in comparison to the pre-
vious year (€38 million) due to an increased net gain on securities held at fair value.

ISA’s net insurance income is negative (€2,195 million) as in the previous years, taking
total net premiums (€6,817 million) and total net insurance expenses (€9,012 million) into
account and exclude other related income such as income from investments and chang-
es in technical reserves. By contrast, in 2016 ISA generated a surplus of €434 million
considering only premiums and claims. In general, ISA’s insurance business consists
primarily of the “Life business” segment. Equity accounted results amounted to €1,150
million in 2017, increasing by €1,025 million YOY, mainly due to the profits on the dispos-
al of ISA’s entire stake in AllFunds Bank S.A. of €811 million. Other non-interest income
remained roughly unchanged YOY (+€1 million) and consists primarily of recoveries of
expenses.

Operating expenses amounted to €12.8 billion in 2017, increasing by 20.3% in a year-
over-year comparison (€2,164 million). Personnel expenses accounted for 56% of total
expenses in 2017, increasing by 30.6% YOY (€1,683 million), and are the main driver of
ISA’s increase in operating expenses. The increase is mainly a result of charges for the
incentive-driven exit plans for the employees in particular relating to the integration of
both Venetian Banks. Moreover, the group records an increase in its average number of
employees YOY. Other expenses, accounting for 17.6% of operating expenses, remained
roughly at the same level YOY and consists of different insignificant balance sheet items.
The slight decrease in this position is mainly a result of lower contributions to the Single
Resolution Fund and the Deposit Guarantee Fund (2017: €290 million; 2016: €578 mil-
lion).

ISA’s operating net profit amounted to €7.354 billion in 2017, increasing by 129.8%
(€4,154 million) in comparison to the previous year. This increase is mainly attributable to
the aforementioned public cash contribution. Net of the effects of the public cash contri-
bution, the consolidated net profit for 2017 would have been €3.8 billion, according to the
group. Asset write-downs, decreasing by 4.3% YQOY (€143 million) as a result of lowered
impairment losses on loans. After consideration of nonrecurring events, primarily attribut-
able to the aforementioned public contribution in the total amount of €4,785 million, ISA
records a pre-tax profit of €7,818 million in 2017. Considering tax deductions ISA records
a net profit of €7.3 billion in 2017.

ISA’s revenues through discontinued operations in 2016 are mainly related to the sale of
investments in Setefi, Intesa Sanpaolo Card Zagreb, Intesa Sanpaolo Card BH and In-
tesa Sanpaolo Card Ljubljana).

16 April 2018 4/14



© Creditreform Rating AG 2018

Creditreform

www.creditreform-rating.de

A detailed group income statement for the years 2014 - 2017 can be found in figure 1
below:

Income Statement 2014 o 2015 k] 2016 k] 2017 k]
Income (€000}
Met Interest Income 9,815,000 s55.5% 9,238,000| 52.9% 8,615,000] 50.0% 8,527,000| 457%
MNet Fee & Commission Income 6,477.000| 356% 6,895,000) 33.5% 6,735,000) 33.1% 7,428,000 39.8%
Met Insurance Income -2,205,000( -12 5% -2, 262,000( -13.0% -2,075,000( -12.0% -2,195000| -11.8%
Met Trading Income 2107,000{ 11.9% 2,399,000] 13.7% 2534000] 147% 2572,000] 13.8%
Equity Accounted Results 340,000 1.9% 111,000 0.6% 125,000 0.7% 1,150,000 6.2%
Dividends from Equity Instruments 315,000 1.8% 378,000 2.2% 461,000 27% 344 000 1.8%
Rental Revenue 240000 01% 25,000 0.1% 27,000 0.2% 33,000 0.2%
Lease and Rental Revenue 0| 0.0% 0 0.0% 0 0.0% 0 0.0%
Other Moninterest Income 827,000 47% 682,000 3.9% 818,000 4.7% 819,000 4.4%
Operating Income 17,700,000 100% 17,466,000 100% 17,240,000  100% 18,678,000( 100%
E: (€000)
Depreciation and Amortization 978,000 9.4% 911,000 8.4% 909,000 8.5% 874,000 6.8%
Perzonnel Expense 5,284,000( s0.8% 5,364,000) 49.3% 5494 000) 51.6% 777,000) 55.0%
Dccupancy & Equipment 634,000) 6.1% 588,000) 5.4% 534,000) 5.0% 580,000 45%
Tech & Communications Expense 901,000 B87% 893,000 8.2% 899,000 8.4% 899,000 7.0%
Marketing and Promotion Expense 162,000 16% 145,000 1.3% 134,000 1.3% 134,000 1.0%
Other Provisions 545,000 5.3% 535,000 4.9% 241,000 2.3% 893,000 7.0%
Other Expense 1,888,000 18.2% 2,440,000| 22.4% 2,444,000 229% 2,262,000 17.6%
Operating Expense 10,393,000| 100% 10,876,000  100% 10,655,000  100% 12,819,000  100%
Operating Profit & Impairment (€000)
Pre-impairment Operating Profit 7,307,000 6,590,000 6,585,000 5,859,000
Azset Writedowns 4,329,000 2,824,000 3,310,000 3,167,000
Net Income (€000}
Monrecurring Revenue 99,000 311,000 259,000 5,237,000
Monrecurring Expense 116,000 A 318,000 111,000
Pre-tax Profit 2,961,000 4,077,000 3,216,000 7,818,000
Income Tax Expensze 1,651,000( 55.8% 1,331,000| 326% 1,003,000] 31.2% 464,000 5.9%
Discontinued Operations 0 60,000 987,000 0
Net Profit 1,310,000 2,806,000 3,200,000 7,354,000

Figure 1: Group income statement
(Source: S&P Global Market Intelligence)

Due to ISA’s increased net profit in 2017, ISA’s earnings ratios considerably improved in
comparison to the previous year; however, the improvement is mainly driven by the public
cash contribution.

The values for ROAA, ROAE and RoRWA improved in a year-over-year comparison
markedly and are way above average of the peer group. However, taking the public cash
contribution into account, ISA cannot confirm this positon. Moreover, ISA records a fur-
ther decrease in its net interest margin, like in the previous years, and is therefore below
the average of the peer group with its ratio. By contrast, the peer group was able to im-
prove its net interest margin slightly YOY. ISA’s cost-income ratios deteriorated YOY, but
are still on average of the peer group. However, this development is mainly due to the
aforementioned acquisitions of the Venetians Banks. Against this, the peer group was
able to improve its cost-income ratios YOY on average.

The development of the key earnings figures for the years 2014 - 2017 is detailed as
follows:
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Income Ratios (%) 2014 % 2015 % 2018 % 2017 %
Return on Average Assets (ROAA) 0.21 0.91 0.42 0.21 0.45 0.03 0.96 051
Return on Equity (ROAE) 2.90| 1218 5.97 3.07 6.52 0.55 13.90 7.38
RoRWA 048] 208 1.00 0.53 1.12 0.12 254 141
Met Interest Margin 1.64 0.07 148 -0.16 1.29 -0.20 117 -011
Costincome Ratio ex. Trading B6.65) A7.21 7218 553 7245 0.27 79.59 74
Costincome Ratio 58.72| 1477 62.27 3.55 61.80 -0.47 658.53 6.33

Change in %-Points

Figure 2: Group key earnings figures
(Source: S&P Global Market Intelligence)

Asset Situation and Asset Quality

ISA’s financial assets accounted for 95% of total assets in 2017, increasing by 9.6% in a
year-over-year comparison (€66.5 billion). Net loans to customers represent the largest
share of assets, accounting for 51.5%, and increasing by 12.6% YOY (€46 billion). The
positive trend of loans to customers is due to a rise in commercial banking loans such as
mortgage loans and advances in the past years. However, in 2017 the growth is mainly
attributable to the aforementioned acquisitions, which increased the group’s net loans to
customers by €34.6 billion. Total securities as the second largest asset; represent 32.8%
of ISA’s total assets, remained almost unchanged YOY at €261.6 billion. By contrast, net
loans to banks increased by 37% YOY (€19.8 billion) as a result of an increase in loans to
banks as well as an increase in the compulsory reserve with the central bank. However,
ISA’s cash and balances with central banks increased by 7.6% in a year-over-year com-
parison (€667 million).

Tangible and intangible assets increased by 17.2% YOY (€2.1 billion). However, tax as-
sets, accounting for only 2.1% of total assets, increasing by 17% YOY (€2.4 billion),
mainly due to an increase in deferred tax assets.

The group’s total assets amounted to €796 billion in 2017, increasing by 9.8% YOY.

The development of ISA’s assets for the years 2014 — 2017 is shown in detail in the fol-
lowing:

Assets (E000) 2014 % 2015 % 2018 % 2017 %
Cash and Balances with Central Banks 6,631,000 1.0% 9 344 000 1.4% 8,686,000 1.2% 9,353,000 1.2%
Net Loans to Banks 30,350,000 47% 33,680,000 5.0% 52,206,000 7.2% 72,072,000 9.0%
MetLoans to Customers 339,104,000 525% 350,031,000 51.7% 364,712,000] 50.3% 410,776,000f 51.5%
Total Securities 232,321,000| 35.9% 244 502,000) 381% 261,642,000] 381% 261,633,000] 32.8%

Financial Asset 608,406,000) 94% 637,557,000 94% 687,336,000 95% 753,834,000 95%

Equity Accounted Investments 1,944 000 0.3% 1,727,000 0.3% 1,278,000 0.2% 678,000 0.1%

Other Investments 0| 0.0% 0 0.0% 0 0.0% 0 0.0%

Insurance Assets 1,223 000 02% 1,481,000 0.2% 1,192,000 0.2% 1,057,000 0.1%

Noncurrent Assets HFS & Discontinued Ops 229000 0.0% 27,000 0.0% 312,000 0.0% 627,000 0.1%

Tangible and Intangible Assets 12,127,000{ 1.9% 12,562,000]  1.9% 12,301,0000  1.7% 144190000  1.8%
Tax Assets 14,431,000] 22% 15,021,000]  2.2% 14,444,000]  2.0% 16,887.000]  2.1%
Total Other Assets 8,067,000 1.2% 8,121,000]  1.2% 8,237,0000 1.1% 9,358,000 1.2%
Total Assets| 646,427,000 100%| 676,496,000 100%| 725,100,000 100%| 796,861,000 100%
Figure 3: Development of assets
(Source: S&P Global Market Intelligence)

Although ISA’s NPL ratio improved markedly in the past years as well as in a year-over-
year comparison (3.26 percentage points), it is still at a relatively high level. In addition,
the groups NPL ratio is significantly worse than that of the peer group. However, the con-
tinuous decrease in ISA’s NPL stock reflects its 2018-2021 business plan and initiatives
to constantly improve its assets.
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ISA’s NPL/RWA ratio has improved equivalent to its NPL ratio since 2014, but is still con-
siderably worse than the average of the peer group. The potential problem loans/NPL
ratio decreased by 0.59 percentage points YOY; however, it is also relatively high in
comparison to the peer group. By contrast, ISA’s reserve/NPL ratio is above the average
of the peer group and shows ISA's prudent approach. The groups RWA/assets ratio,
however, is in line with the average of the peer group. Over the past years, ISA was able
to catch up to the peer group gradually.

The development of asset quality in the years 2014 — 2017 is detailed as follows:

Asset-Quality (%)

Mon Performing Loans (MPL)/Loans 16.67 NA| 18.53 1.86 18.03 -0.50 15.94 -2.09| 1268 -3.26|
NPL/RWA 2075 N& 2329 254 2220 -1.08 2048 -1.72 18.15 -2.32
Potential Problem Loans / NPL 35.25| NA A HA 37 67| HA 3478 -2.88 3419 -0.59
Reserves /Impaired Loans A NA 83.30 Ha 81.97 -1.33 79.31 -2.65) 81.72 241
Met Write-offs / Risk-adjusted Assets MA NA| MA HA MA NA 107 NA| 0.95 -0.12]
Risk-weighted Assets/ Assets 44.26 N& 4174 -253 42.03 029 39.16 -2.87) 3599 -3.16]

Change in %-Paints

Figure 4: Development of asset quality
(Source: S&P Global Market Intelligence)

Refinancing and Capital Quality

ISA’s financial liabilities accounted for 77% of total liabilities in 2017, and increasing by
10.3% YOY (€53 billion). Total deposits from customers correspond to 43.7% of total
liabilities, increasing by 10.8% in comparison to the previous year (€31.5 billion), mainly
as a result of the aforementioned acquisitions of the Venetian Banks. The increase in this
item in 2016 is primarily due to higher demand attributable to new customers.

By contrast, total debt as the second largest item of financial liabilities; accounting for
13.3%, remained at a stable level YOY and consists primarily of issued securities in par-
ticular bonds. Total deposits from banks increased by 41.2% YQOY (€31.7 billion) as a
result of increased financial liabilities due to central banks. However, derivative liabilities
decreased by 19.8% YOY (€9 billion), accounting for 4.9% of total liabilities.

Insurance liabilities decreased by 3.8% YOY (€3 billion) and consist primarily of technical
insurance reserves in ISA’s life business segment. The balance sheet item unit-linked
insurance and investment contracts increased by 18.1% YOY (€11.3 billion) as a result of
increased financial liabilities of the insurance business designated at fair value in particu-
lar due to the contribution from unit-linked products.

The development of refinancing and capitalization in the years 2014 — 2017 is detailed as
follows:
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Liabilities (€000) 2014 % 2015 % 2016 % 2017 %
Total Deposits from Banks 53,443000[ B89% 62,497,000{ 10.0% 76,782,000 11.4% 108,441,000[ 1456%
Total Deposits from Customers 230,927,000] 38.4% 255,739,000 407% 291,834,000) 432% 323,386,000 437%
Total Debt 128,382,000 21.3% 115,205,000] 13.3% 99,911,000] 14.8% 98,711,000{ 13.3%
Derivative Liabilities 51,321,000 85% 43,994,000 7.0% 45,309,000 6.7% 36,331,000 4.9%

Securities Sold, not yet Purchased MA|  0.0% MA 0.0% MA 0.0% A 0.0%

Other Financial Liabilities 0 0.0% 0 0.0% 0 0.0% 0 0.0%

Total Financial Liabilities| ~ 464,073,000] 77%| 477,435,000 76%| 513,836,000 76%| 566,869,000 7%

Insurance Liabilities 74,440,000| 12.4% 79,380,000 12.6% 80,221,000 11.9% 77,141,000 10.4%

Mon-Current Liab. HFS & Discontinued Ops 201,000 0.0% 0 0.0% 272,000 0.0% 264,000 0.0%
Unit-Linked Insurance and Investment Contr. 42936000 71% 52,322,000 3.3% 62,640,000 9.3% 74,009,000 10.0%
Tax Liabilities 2,323,000 04% 2,367,000 0.4% 2,035,000 0.3% 2,509,000 0.3%

Moncurrent Asset Retirement Obligations 2647000 04% 2212000 0.4% 2 428,000 0.4% 2514000 0.3%
Other Provisions 2,626,000 04% 2,621,000 0.4% 2,402,000 0.4% 4,377,000 0.6%

Total Other Liabilities 12,119,000| 2.0% 11,566,000| 1.8% 11,044,000  1.8% 12,574,000 1.7%

Total Liabilities| 601,365,000 93.0%| 627,903,000 92.8%| 675,781,000 93.2%| 740,257,000 92.9%
Total Equity 45,062,000) 7.0% 48,593,000| 7.2% 49,319,000  6.8% 56,604,000  7.1%

Total Passiva| 646,427,000 100%| 676,496,000 100%| 725,100,000 100%| 796,861,000 100%

Deposits from Customers Growth* 078 NA 1074 955 1411 337 10.81 -3.30

Change in %-Paintz
Figure 5: Development of refinancing and capital adequacy
(Source: S&P Global Market Intelligence)

ISA’s CET1 ratio increased by 0.61 percentage points in comparison to the previous year,
but is still below the average of the peer group. However, ISA managed to increase its
Tier 1 ratio more distinct by 1.26 percentage points and the total capital ratio by 0.91 per-
centage points. Against this, the peer group was not able to boost its ratios as ISA did,
and therefore ISA is able to catch up to the peer group. In addition, the group launched in
in 2017 two Additional Tier 1 issue in the total amount of €2 billion, which lead to an im-
provement of ISA’s capital ratios supplementary. ISA’s leverage ratio improved by 0.1
percentage points YOY, and the group is now above the average of the peer group with
its ratio.

It should be noted, however, that ISA clearly meets all regulatory requirements.

The development of capital ratios for 2014 - 2017 is shown in detail in the following:

Capital (€000) 2014 B 2015 B 2016 B 2017 B
Total Capital 46,290,000 13.07 47,299,000 218 48,274,000 208 51,373,000 6.42
Total Risk-weighted Assets|  260,790,000| -235| 284,319,000 s39| 283,918,000 -014| 286825000 1.02
Capital Ratios (%)
Core Tier 1 Ratio 1355 222 12.98 -0.57 12.65 -0.33 13.27 0.61
Tier 1 Ratio 14.1§ 1.93 1379 -0.39 13.90 0.11 15.15 1.26
Total Capital Ratio 17.16 234 16.64 -0.52 17.00 0.37 17.91 0.91
Leverage Ratio 710 NA 6.37 -0.73 6.00 -0.37 6.10 0.10
Fully Loaded: Commaon Equity Tier 1 Ratio 13.30 1.97 12.47 -0.83 12.90 0.43 14.00 1.10
Fully Loaded: Tier 1 Ratio MA NA 12.95 NA MA NA MA NA
Fully Loaded: Risk-weighted Capital Ratio 16.00 1.18 15.57 -0.43 MA NA MA NA
Total Equity/ Total Assets 6.97| -0.25 718 0.21 6.80 -0.38 7.10 0.30
Change in %-Paintz

Figure 6: Development of capital ratios
(Source: S&P Global Market Intelligence)

Due to ISA’s bank capital and debt structure, as well as its status as an O-SlI, the group’s
senior unsecured debt instruments have not been notched down in comparison to the
long-term issuer rating. However, ISA’s Tier 2 capital rating is four notches below the
long-term issuer rating based on the bank’s capital structure and seniority in accordance
with our rating methodology. Additional Tier 1 capital is rated five notches below the long
term issuer rating, reflecting a high bail-in risk in the event of resolution.
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Liquidity
ISA has not published any exact figures for its liquidity coverage ratio before 2017. How-
ever, the group mentioned that its LCR ratio was above 100% and thus fulfills the regula-

tory requirement of 70% in the year 2016. In 2017, ISA published a LCR of 175%, and is
clearly above the peer group’s average with this ratio.

However, the group’s interbank ratio decreased by 1.6 percentage points YOY. By con-
trast, the peer group’s interbank ratio decreased more significantly. The LTD ratio of
127% is above average of the peer group, and improved by 2 percentage points in com-
parison to the previous year. By contrast, the peer group’s average of this ratio declined
slightly YOY.

Overall, ISA’s liquidity ratios are the best performers in any of the areas analyzed.

The development of the liquidity ratios for the years 2014 - 2017 is detailed as follows:

Liquidity (%) 2014 % 2015 % 2018 % 2017 %
Liquidity Coverage Ratio MA NA, MA NA MA NA 175.71 NA,
Interbank Ratio 56.79| 954 53.89 -2.80 63.11 1422 66.46 -1.65]
Loan to Deposit (LTD) 146.84| -3.31 13687 997 12497 -1190 127.02 2.05
Change in %-Foints

Figure 7: Development of liquidity
(Source: S&P Global Market Intelligence)
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Conclusion

Overall, Intesa Sanpaolo S.p.A. had a solid year of performance in 2017. However, the
group’s profitability was additionally boosted by the public cash contribution of the Italian
Government in relation with the acquisition of the Venetian banks. Therefore, significant
key performance figures improved largely; however, the group’s asset quality still stands
out negative, but has been improving in the past years. Moreover, ISA is able to counter-
act the decline in its net interest income by increasing its income from fees and commis-
sions as well as its income through trading activities.

ISA achieved a solid growth of its net profit YOY (net of the effects of the public cash
contribution). Noteworthy is the positive development of the earnings figures of the group
excluding its cost income ratios, which are negatively affected by its acquisitions in 2017.
However, these figures are merely still on average of the peer group. In the upcoming
years, it will be crucial to what extent the group is able to cut back its personnel expenses
to keep up with its competitors.

The asset quality of ISA remains unsatisfactory even though ISA is able to improve its
quality in the past years. Remarkable is the group’s relatively high stock of NPL in combi-
nation with its relatively high write-offs on loans despite its low interest margin. Moreover,
ISA has to be aware of a maturity mismatch in the upcoming future. However, ISA con-
tinues to improve on this by means of its business plan 2018-2021. Nonetheless, it is
clear that ISA operates mainly in a difficult economic environment not only in Italy, but
also in some Eastern European countries as well as in Egypt. Moreover, the group in-
creased its dependency on its core market through its acquisitions in 2017.

On the liabilities side, ISA records considerable growth in particular in its customer de-
posits. Even though the group generated net profit in the past years, ISA is not able to
improve its equity ratios significantly since 2014. However, the group records at least a
positive trend. In addition, ISA launched two Additional Tier 1 issues 2017 to improve its
equity ratios. Nonetheless, a lower payout ratio would enable ISA to catch up with its
peers and thereby to improve its creditworthiness significantly.

It remains to be seen whether the group will be able to restructure and include its acquisi-
tions of Banca Popolare di Vicenza and Veneto Banca. On the one hand, these acquisi-
tions enabled the group a further growth in its core market Italy, but on the other hand the
group thereby increased its dependency on the Italian market and has to manage the
challenge of restoring a sustainable profitability of these two acquisitions.

In the near future, growing regulation, ongoing digitization, and the ECB's low interest
rate policy pose a general challenge for the banking landscape. However, the ECB has
already announced that it will cut back its bond-buying program in 2018. It remains to be
seen whether an interest rate reversal will follow thereafter. In particular, a rapid increase
in the interest rates goes hand-in-hand with an interest rate adjustment risk for banks,
which have adjusted to long-term low interest rates.

In a scenario analysis, the rating developed considerably better in the “best case” scenar-
io and significantly worse in the "worst case" scenario. The ratings of bank capital and
(preferred) senior unsecured debt would behave similarly due to our rating mechanism.
These ratings are especially sensitive to changes in total equity and to the bank capital
and debt structure in general.
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The bank ratings are dependent on a host of quantitative and qualitative factors. An im-
provement in either sub-category may result in a higher rating score.

BBB / L3/ Stable

LT Issuer / Short-Term / Outlook

Bank Capital and Debt Instruments Ratings

The ratings for bank capital and debt instruments are inter alia dependent on subordina-
tion and relative size of the instrument class, based on the long-term issuer rating of the

bank.

Tier 1 (AT1): B+

Tier 2 (T2): BB-

‘preferred senior unsecured debt: BBB

Ratings Detail and History

Rating
Instruments Rating Date Publication Date Ratings

Senior Unsecured / T2 / AT1 16.04.2018 17.04.2018 BBB / BB-/ B+
Type Rating Date Publication Date Ratings
LT Issuer / Outlook / Short-Term 16.04.2018 17.04.2018 BBB / Stable / L3

Figure 8: Ratings Detail and History
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Regulatory

Creditreform Rating AG was neither commissioned by the rating object nor by any other
third parties for the rating. The analysis took place on a voluntary basis by Creditreform
Rating AG and is to be described in the regulatory sense as an unsolicited rating.

The rating is based on publicly available information and internal evaluation methods for
the rated bank. The quantitative analysis is based mainly on the latest annual accounts,
interim reports, other investor relations information of the bank, and calculated key figures
by S&P Global Market Intelligence subject to a peer group analysis were 33 competing
institutes.

The information and documents processed satisfied the requirements according to the
rating system of Creditreform Rating AG published on the website www.creditreform-
rating.de. The rating was carried out on the basis of the rating methodology for unsolicit-
ed bank ratings as well as the methodology for the rating of bank capital and unsecured
debt instruments in conjunction with Creditreform’s basic document “Rating Criteria and
Definitions”.

On 16 April 2018, the rating was presented by the analysts to the rating committee and
adopted in a resolution.

The rating result was communicated to Intesa Sanpaolo S.p.A. (Group) and the prelimi-
nary rating report was made available to it. There was no change in the rating score.

The rating is subject to one-year monitoring from the creation date (see cover sheet).
Within this period, the rating can be updated. At the latest after one year, a follow-up is
required to maintain the validity of the rating.

In 2011 Creditreform Rating AG was registered within the European Union according to
EU Regulation 1060/2009 (CRA-Regulation). Based on the registration, Creditreform
Rating AG (CRA) is allowed to issue credit ratings within the EU and is bound to comply
with the provisions of the CRA-Regulation.

Conflict of Interests

No conflicts of interest were identified during the rating process that might influence the
analyses and judgements of the rating analysts involved or any other natural person
whose services are placed at the disposal or under the control of Creditreform Rating AG
and who are directly involved in credit rating activities or in approving credit ratings and
rating outlooks.

In case of providing ancillary services to the rated entity, CRA will disclose all ancillary
services in the credit rating report.
Rules on the Presentation of Credit Ratings and Rating Outlooks

The approval of credit ratings and rating outlooks follows our internal policies and proce-
dures. In line with our ‘Rating Committee’ policy, all credit ratings and rating outlooks are
approved by a rating committee based on the principle of unanimity.

To prepare this credit rating, CRA has used following substantially material sources:
1. Transaction structure and participants

2. Transaction documents
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3. Issuance documents

There are no other attributes and limitations of the credit rating or rating outlook other
than those displayed on the CRA website. Furthermore CRA considers satisfactory the
quality and extent of information available on the rated entity. In regard to the rated entity
Creditreform Rating AG regarded available historical data as sufficient.

Between the time of disclosure of the credit rating to the rated entity and the public dis-
closure, no amendments were made to the credit rating.

The ‘Basic Data’ information card indicates the principal methodology or version of meth-
odology that was used in determining the rating, with a reference to its comprehensive
description.

In cases where the credit rating is based on more than one methodology or where refer-
ence only to the principal methodology might cause investors to overlook other important
aspects of the credit rating, including any significant adjustments and deviations, Credit-
reform Rating AG explains this fact in the rating report and indicates how the different
methodologies or other aspects are taken into account in the credit rating. This infor-
mation is integrated in the credit rating report.

The meaning of each rating category, the definition of default or recovery and any appro-
priate risk warning, including a sensitivity analysis of the relevant key rating assumptions
such as mathematical or correlation assumptions, accompanied by worst-case scenario
credit ratings and best-case scenario credit ratings are explained.

The date at which the credit rating was initially released for distribution and the date when
it was last updated including any rating outlooks is indicated clearly and prominently in
the ‘Basic Data’ card as a “rating action”; initial release is indicated as “initial rating”, other

updates are indicated as an “update”, “upgrade” or “downgrade”, “not rated”, “confirmed”,
“selective default” or “default”.

In the case of a rating outlook, the time horizon is provided during which a change in the
credit rating is expected. This information is available within ‘Basic Data’ information card.

In accordance to Article 11 (2) EU-Regulation (EC) No 1060/2009, a registered or certi-
fied credit rating agency shall make available, in a central repository established by
ESMA, information on its historical performance data including the rating transition fre-
guency and information about credit ratings issued in the past and on their changes. Re-
guested data are available at the ESMA website: https://cerep.esma.europa.eu/cerep-
web/statistics/defaults.xhtml.

An explanatory statement of the meaning of Creditreform’s default rates are available in
the credit rating methodologies disclosed on the website.
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Disclaimer

Any rating performed by Creditreform Rating AG is subject to the Creditreform Rating AG
Code of Conduct which has been published on the web pages of Creditreform Rating AG.
In this Code of Conduct, Creditreform Rating AG commits itself — systematically and with
due diligence — to establish its independent and objective opinion as to the sustainability,
risks and opportunities concerning the enterprise or the issue under review.

Future events are uncertain, and forecasts are necessarily based on assessments and
assumptions. This rating is therefore no statement of fact, but an opinion. For this reason,
Creditreform Rating AG cannot be held liable for the consequences of decisions made on
the basis of any of their ratings. Neither should these ratings be construed as recommen-
dations for investors, buyers or sellers. They should only be used by market participants
(entrepreneurs, bankers, investors etc.) as one factor among others when arriving at cor-
porate or investment decisions. Ratings are not meant to be used as substitutes for one’s
own research, inquiries and assessments.

We have assumed that the documents and information made available to us by the client
are complete and accurate and that the copies provided to us represent the full and un-
changed contents of the original documents. Creditreform Rating AG assumes no re-
sponsibility for the true and fair representation of the original information.

This report is protected by copyright. Any commercial use is prohibited without prior writ-
ten permission from Creditreform Rating AG. Only the full report may be published in
order to prevent distortion of the report’s overall assessment. Excerpts may only be used
with the express consent of Creditreform Rating AG. Publication of the report without the
consent of Creditreform Rating AG is prohibited. Only ratings published on the Creditre-
form Rating AG web pages remain valid.

Creditreform Rating AG

Contact information
Creditreform Rating AG
Hellersbergstrale 11
D-41460 Neuss

Phone  +49 (0) 2131/ 109-626
Fax +49 (0) 2131 / 109-627

E-Mail  info@creditreform-rating.de
www.creditreform-rating.de

CEO: Dr. Michael Munsch

Chairman of the Board: Prof. Dr. Helmut Radl
HR Neuss B 10522
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