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Research Update:

Ratings On Italy-Based Iccrea Holding, Iccrea
Banca, And Iccrea Bancalmpresa On Watch Neg
Following Sovereign Action

Overview

e On Dec. 5, 2011, we placed the long-termratings on the Republic of Italy
on CreditWatch with negative inplications. As a result, we are also
placing the ratings on lccrea Holding, lccrea Banca, and lccrea
Bancal npresa on CreditWtch negati ve.

* The CreditWatch placenent reflects the possibility that a sovereign
downgrade and our view that the Banche di Credito Cooperativo's
(BCC) network SACP is worsening, could affect the ratings on lccrea
Banki ng Group.

« The ratings on lccrea Holding, |Iccrea Banca, and |ccrea Bancal npresa are
driven by our assessnent of the creditworthiness of the BCC network, in
whi ch these banks have core status according to our group nethodol ogy.

* Under our revised bank criteria (published on Nov. 9, 2011) our ratings
on the BCC network reflect our 'bbb+ anchor, which we apply to a
commrer ci al bank operating only in Italy, and its adequate business
position, strong capital and earnings, weak risk position, above average
funding, and strong liquidity.

* W expect to resolve the CreditWatch placenent on the three entities once
that on Italy has been resolved and once we are able to assess the inpact
of a worsening of the BCC network's SACP on the ratings of the three
entities.

Rating Action

As we previously nmentioned on Dec. 7, 2011, Standard & Poor's Ratings Services
has placed its 'BBB+/ A-2'ratings on Iccrea Holding, lccrea Banca, and lccrea
Bancal npresa on CreditWatch with negative inplications. At the sane tine, we
are also placing on CreditWatch negative all our ratings on |Iccrea Banking

G oup senior unsecured issues, subordinated, and hybrid issues.

Rationale

The CreditWatch placenment reflects the possibility that a soverei gn downgrade
and our view that the Banche di Credito Cooperativo's (BCC)network SACP is
wor seni ng, could affect the ratings on |Iccrea Banking G oup

The ratings on lIccrea Holding, Iccrea Banca, and |ccrea Bancal npresa are

driven by our assessment of the creditworthiness of the Banche di Credito
Cooperativo's (BCC) network, in which these banks have core status according
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to our group methodol ogy.

Standard & Poor's bases its ratings on BCC network on its 'bbb+ anchor, which
we apply to a conmercial bank operating only in Italy, and on the BCC
networ k' s "adequate" business position, "strong" capital and earnings, "weak"
ri sk position, "above average" funding, and "strong" liquidity, as the
criteria define these ternms. The stand-alone credit profile (SACP) is 'bbb+'.

Qur bank criteria use our Banking |Industry Country Ri sk Assessnent (Bl CRA)
econom c risk and industry risk scores to determ ne a bank's anchor, the
starting point in assigning an issuer credit rating (ICR). The 'bbb+" anchor
draws on our view of the econom c and industry risk in Italy where the BCC
network nostly operates. W view Italy as a diversified and conpetitive
econony with noderate credit risk. But Italy's public debt is very high. The
i mbal ances in domestic asset prices and the buildup of |everage are low Wth
regard to industry risk, "systemm de funding" is a strength, we believe,
because Italian banks generally rely to a limted degree on |ong- and
short-term whol esal e funding, be it donestic or cross-border. Regul atory
standards are in line with those of Wstern European peers'.

We assess the BCC network's business position as "adequate", mainly reflecting
its business stability in Italy. At year-end 2010, the BCC network consi sted
of about 415 rural cooperative banks spread throughout Italy, with nore than
4,375 branches (about 13% of the total Italian banking system) and about
32,000 enpl oyees. Wth an aggregated 7.4% market share in terns of tota

| oans, we view the BCC network's market position as conparable in size with
that of the large Italian banks. Managenent at nost of the individual BCC
banks is generally sonewhat weaker than it is at the |arger donestic banks, in
our view This reflects a nore-aggressive risk appetite, as denonstrated by

hi gher -t han- donesti c-average | ending growh during the 2009 crisis, and a
concentrated deci si on-maki ng process within a small managenent team
Additionally, the risk culture and the tools to neasure and nonitor risks are
of ten unsophi sticated at the individual BCC bank | evel. Governance standards
conpare unfavorably to the industry average, in our opinion

Qur assessnent of the BCC network's capital and earnings as "strong" reflects
our projection that the risk-adjusted capital (RAC) ratio will remain
confortably above 10%in the next 18 nonths. W currently view the BCC
networ k' s aggregated capital ratios as "strong," and we expect themto
continue to conpare well with domestic banks in the near-to-nmediumterm At
the sane tine, we believe that the BCC network's earnings capacity i s nodest,
with a three-year average earnings buffer |ower than 20 basis points.

We assess BCC network's risk position as "weak." This reflects our viewof its
hi gher -t han- peers' asset growth, a higher concentration in the real estate
sector, and a |ower coverage ratio for nonperform ng assets (NPAs) conpared
with Italian peers. The BCC network's asset growth since 2000 has been nuch

hi gher than the donestic average, particularly in the real estate sector. This
has resulted in a higher-than-donestic-average concentration in what we
believe is a risky sector in the current |ow growth domestic econormic
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envi ronnent. Moreover, despite NPAs growing broadly in line with the industry
average, BCC network's NPA coverage rati o has been very low, it was about 24%
in 2010, well bel ow the donestic average. This, in our opinion, exposes the
network to the risk of emerging credit losses in the next few years,
particularly when we also factor in the BCC network's relatively sl ow
probl em | oan recognition, conpared with the donestic average.

We assess BCC network's funding as "above average" and its liquidity as
"strong." Core custoner deposits (including retail bonds) represent 98% of the
total funding base. In our opinion, BCC network's funding position is sound
with a significantly | ower-than-donestic-average reliance on whol esal e
fundi ng. The stable and sizabl e aggregated deposits base makes funding a key
strength of the BCC system Liquidity is "strong," in our opinion, given the
recurring excess of liquidity invested in liquid assets (nainly governnent
bonds). Moreover, the majority of interbank funding is within the BCC system
(i ncluding Iccrea Hol ding).

The CreditWatch placenent on the nondeferrabl e subordinated and juni or

subordi nated debt of the operating entities of the group, Iccrea Bancal npresa
and |l ccrea Banca, also reflects changes made to our criteria for hybrids.
Based on our updated hybrid criteria, we will rate this debt by notching down
fromthe SACP of the operating entities. This reflects our view that group
support (that is, the support fromthe BCC network, which is reflected in the
i ssuer credit rating of these entities) would not necessarily extend to the
subsidiaries' hybrid capital instrunents.

CreditWatch

We intend to resolve the CreditWatch after the CreditWatch on the Republic of
Italy has been resolved and when we are able to assess the inpact of a

wor seni ng of the BCC network SACP on the ratings on Iccrea Holding, lccrea
Banca, and |ccrea Bancal nmpresa. The creditworthiness of the Republic of Italy
isindirectly linked to the econonm c and industry conditions for banks
operating in Iltaly, which can affect the anchor and our assessnents of

busi ness position, capital and earnings, risk position, funding, and
[iquidity.

If the sovereign rating is lowered, we could lower the ratings on |ccrea
Hol di ng, lccrea Banca, and |ccrea Bancal npresa by up to two notches, based on
our assessnment of the BCC network's SACP. |f the sovereign rating is affirnmed,
we are unlikely to change the ratings.

W will also resolve the CreditWatch on the subordinated and juni or

subordi nated debt of the group operating entities on the basis of our
assessnment of the SACP of the operating entities, according to our updated
bank net hodol ogy.
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