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Research Update:

Ratings On Eurofidi Scpa Affirmed At
'BBB/A-2" Despite Weaker Italian Banking
Sector; Outlook Negative

Overview

* In our view, the donestic environment for Italian banks has worsened
since July 2011 owi ng to weaker economic prospects and the higher cost of
funding resulting fromincreasing yields on Italy's soverei gn debt.

* As a result, we have revised down our Banking Industry Country Risk
Assessnment (BICRA) on the Republic of Italy to Goup 3 fromGoup 2 on a
scale of 1 to 10 (1 being the highest). A BICRA reflects our view of the
strengths and weaknesses of a country's banking industry.

e W believe Eurofidi's extensive use of credit-risk nitigation instruments
and |l ow sensitivity to banking funding trends offset a potential increase
in the bank's nonperform ng guaranteed | oans.

* W are therefore affirming the 'BBB/A-2' ratings on Eurofidi Scpa.

» The negative outl ook reflects our opinion that there is material downside
risk for our expectations about asset quality for Italian banks.

Rating Action

On Cct. 18, 2011, Standard & Poor's Ratings Services affirmed its ' BBB
long-termcounterparty credit rating on Italy-based Eurofidi Scpa. At the sane
time, we affirned the ' A-2' short-termcounterparty credit rating. The outl ook
i s negative.

Rationale

The affirmation reflects our opinion that the deteriorating operating
envi ronnent we expect for the Italian banking sector will only nodestly
chal | enge Eurofidi's financial profile.

We expect Italian banks' profitability will remain constrained over the next
two years, given the structural increase in the cost of funding, weaker

capital markets, and reduced prospects for credit growth. In our opinion, the
sl owmdown in donestic econonmic growth in 2012 could al so i npede the recovery in
Eurofidi's asset quality nmore than we previously expected (see "Italian Banks
Are Facing A Tricky Recovery," published April 14, 2011). That said, we expect
nonperform ng assets to renmain bel ow t he peaks of 2009 and 2010.

We believe Eurofidi's business nodel is |ess sensitive than the commrerci al
banks to our revised expectations for the Italian banking sector's
profitability and funding profiles. W see the bank's noderate asset quality
deterioration as offset by its extensive use of risk-mtigation instrunments,
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such as the Fondo Centrale di Garanzia provided by the Italian governnent.

We base our ratings on Eurofidi (an Italian nutual credit guarantee conpany or
“confidi") on our assessnment of the conpany's stand-alone credit profile
(SACP), as well as on its opinion that there is a "noderately high" |ikelihood
that the Italian Region of Piednont (not rated) would provide tinely and
sufficient extraordinary support to Eurofidi if needed. Consequently, we
factor one notch for extraordinary support into the long-termrating.

We consider Eurofidi to be a government-related entity (GRE). |In accordance

with our criteria for GREs, we base our view of a noderately high |ikelihood

of extraordi nary government support on our assessnment of Eurofidi's:

e "Inportant” role in the Piednont econony given that it inplenments
regi onal economic plans and supports local snall and midsize enterprises
(SMEs); and

e "Strong" link with Piednont, as its l|argest shareholder with an 18.5%
stake. Piednont is actively involved in Eurofidi's strategy and provides
strong capital support.

Eurofidi's SACP reflects the conpany's business ties with the major Italian
banks, good new busi ness inflows, extensive use of credit risk mtigation

i nstruments, and adequate capital position. The main offsetting factor is its
deteriorating guarantee portfolio. This stens from prol onged difficult
donestic economc conditions that particularly affect the SVMEs to which
Eurofidi offers | oan guarantees. W anticipate a further deterioration in
Eurofidi's guarantee quality, which raises the risk of higher |osses in comng
years, potentially eroding avail able reserves and the conmpany's capita

posi tion.

Outlook

The negative outl ook incorporates the possibility that we could | ower the

ratings on Eurofidi in the event of any of the foll ow ng:

e Material deterioration in guaranteed |oans, which mght |ead to paynent
on "sof ferenze" (defaulted | oans) and provisions in line with the peak in
2009;

* A major slowdown in Eurofidi's new business inflow, which mght dimnish
its capacity to pay outstanding and future sofferenze; and

e Any naterial and unexpected erosion in Eurofidi's capital

In addition, any weakening in the |ink between Piednont and Eurofidi could

pressure the ratings.

We could revise the outlook on Eurofidi to stable if we saw that the conpany
adequat el y weat hered the worsened econoni c envi ronment and ensui ng
deterioration in its guarantee portfolio. If it managed this, it would be able
tolimt the financial inpact of |ikely higher guarantee | osses by using
risk-mtigation instruments and sharehol der and regi onal contributions.
Eurofidi would also be able to nmaintain an adequate capital base, inline with
our expectations for the rating |evel.
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Additional Contact:
Financial Institutions Ratings Europe;FIG_Europe@standardandpoors.com

Conplete ratings information is avail able to subscribers of RatingsDirect on
the @ obal Credit Portal at www gl obal creditportal.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 Ofice (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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